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PROPOSED  REFORMS  OF  THE  SMALL 
BUSINESS  INVESTMENT  COMPANY  PROGRAM 


THURSDAY,  JUNE  6,  1996 

House  of  Representatives, 
Committee  on  Small  Business, 

Washington,  DC. 

The  Committee  met,  pursuant  to  notice,  at  10  a.m.  in  room  2359, 
Rayburn  House  Office  Building,  Hon.  Jan  Meyers,  (chair  of  the 
Committee)  presiding. 

Chair  MEYERS.  Good  morning.  The  Committee  will  come  to  order. 
Today  the  Committee  on  Small  Business  meets  to  discuss  proposed 
reforms  of  the  Small  Business  Administration's  Small  Business  In- 
vestment Company  Program.  Recently  our  colleagues  in  the  Senate 
marked  up  a  bill  that  makes  a  number  of  substantive  and  nec- 
essary changes  to  the  SBIC  Program.  We  will  be  discussing  this 
legislation  along  with  other  proposals  in  the  course  of  this  hearing. 

In  previous  hearings,  this  Committee  has  heard  disturbing  testi- 
mony regarding  the  status  of  the  SBIC  Program.  To  the  SBA's 
credit,  some  of  these  problems  have  been  remedied,  as  reflected  by 
the  quality  of  new  applicants  that  are  being  attracted  to  the  pro- 
gram. Also,  we  were  pleased  to  hear  of  the  return  on  the  SBA's 
participating  security  investment  through  health  care,  with  other 
distributions  expected  shortly. 

This  is  heartening,  but  we  should  not  get  carried  away.  That  rep- 
resents a  $260,000  return  and  repayment  of  principal,  but  there 
are  still  $300  million  of  participating  securities  outstanding.  This 
program  has  a  long  way  yet  to  go  and  I  hope  to  move  it  to  an  era 
of  stability  and  prosperity. 

With  that  in  mind,  I  must  applaud  some  of  the  Senate's  efforts. 
The  most  important  reform  in  the  Senate's  bill  is  an  increase  in  the 
capital  requirements  of  the  program  to  a  minimum  of  $5  million  of 
private  capital.  That  change  reflects  the  current  regulatory  atmos- 
phere at  the  SBA,  and  I  believe  that's  a  valuable  move  toward  in- 
creasing the  stability  of  this  program. 

The  Senate  also  increases  the  funding  fees  on  SBIC's  growing 
new  membership.  This  will  improve  the  substantive  rate  of  the  pro- 
gram, though  the  administration  has  requested  a  larger  increase  to 
increase  payment.  While  I'm  S3rmpathetic  to  the  SBA's  position,  I 
want  to  be  sure  that  we  won't  be  dealing  with  the  serious  problem 
facing  the  subsidy  rates  for  the  7(a)  and  504  Programs  where  we 
charge  rates  and  fees  that  seem  to  lower  the  subsidy  rate  and  then 
suddenly  we  got  hit  with  a  much  higher  subsidy  rate.  The  last 
thing  we  want  is  to  be  caught  short  by  an  0MB  reestimation  for 
fiscal  year  1998. 

(1) 


In  addition,  the  bill  puts  into  statute  certain  provisions  on  in- 
vesting in  smaller  enterprises  and  capital  impairment  that  are  cur- 
rently regulatory  requirements.  The  Senate  bill  also  requires  that 
the  SBA  establish  a  framework  for  the  liquidation  of  SBIC's,  an 
area  I  believe  merits  further  consideration. 

At  this  time  I  would  like  to  recognize  Mr.  Poshard  for  an  opening 
statement,  and  we're  glad  you're  here. 

Mr.  Poshard.  I  truly  am  sorry  I'm  late.  With  the  mark-up  going 
on  in  transportation  and  reauthorization  of  FAA,  I'm  going  to  have 
to  ferry  back  and  forth. 

Chair  Meyers.  I  understand. 

Mr.  Poshard.  In  the  interest  of  time,  I  would  like  to  submit  an 
opening  statement  for  the  record  and  ask  for  unanimous  consent. 

Chair  Meyers.  Without  objection,  and  I  don't  think  either  one  of 
us  are  going  to  object. 

Our  witnesses  this  morning  are  Ms.  Patty  Forbes,  the  Acting  As- 
sociate Deputy  Administrator  for  Economic  Development  at  the 
SBA,  accompanied  by  Mr.  Don  Christensen,  the  associate  adminis- 
trator for  Investment,  Mr.  Keith  Fox,  a  partner  in  Exeter  Venture 
Lending  and  the  current  chairman  of  the  National  Association  of 
Small  Business  Investment  Companies;  and  Mr.  Terry  Jones,  a 
partner  at  Syncom  Capital  and  the  current  chairman  of  the  Na- 
tional Association  of  Investment  Companies.  I  welcome  all  of  you 
and  thank  you  very  much  for  being  here,  and  we  will  start  our  tes- 
timony with  Ms.  Forbes. 

TESTIMONY  OF  PATRICIA  FORBES,  ASSOCIATE  DEPUTY  AD- 
MINISTRATOR FOR  ECONOMIC  DEVELOPMENT,  U.S.  SMALL 
BUSINESS  ADMINISTRATION 

Ms.  Forbes.  Thank  you,  Madam  Chairwoman  and  members  of 
the  Committee.  First,  Madam  Chairman,  I'd  like  to  thank  you  and 
the  other  members  of  the  Committee  for  your  participation  in  small 
business  week.  I  think  it's  very  successful  and  we  appreciate  you 
taking  the  time.  I'd  also  like  to  thank  you  for  inviting  me  to  appear 
before  you  this  morning,  ask  that  my  full  written  statement  be  in- 
cluded in  the  record. 

Chair  Meyers.  Without  objection. 

Ms.  Forbes.  First,  let  me  emphasize  that  the  SBIC  Program 
today  is  far  different  than  it  was  even  5  years  ago.  As  a  result  of 
our  new  licensing  standards,  today's  SBIC  is  better  capitalized,  bet- 
ter managed,  and  more  appropriately  leveraged.  Since  the  begin- 
ning of  fiscal  year  1994,  we  have  licensed  65  new  SBIC's  under 
these  standards  with  private  capital  of  $827  million.  This  is  equiva- 
lent to  the  total  private  capital  raised  by  the  program  in  the  pre- 
ceding 15  years  combined.  At  present  there  are  272  SBIC's,  and 
there  are  many  license  applications  now  pending. 

Improvements  in  the  program  are  already  evident  in  the  reduced 
default  rates,  as  well  as  a  decline  in  licensees  transferred  to  liq- 
uidation. There  were  17  of  these  licensees  in  fiscal  1994,  7  in  1995 
and  1  in  the  first  8  months  of  1996.  In  contrast  to  many  other  SBA 
Programs,  SBIC  funding — the  SBIC  funding  universe  is  small 
enough  that  we  are  able  to  provide  audited  historical  default  expe- 
rience in  the  prospective  accompanying  new  issues.  The  latest  data 


shows  that  $493  million  of  debentures  issued  over  the  past  6  years, 
1990  through  1995,  shows  defaults  of  $19.6  million,  or  4  percent. 

In  contrast,  the  comparable  defaults  for  the  previous  6-year  pe- 
riod, 1984  to  1989,  were  approximately  four  times  that.  We  have 
every  reason  to  expect  the  improvement  in  the  SBIC's  Program  loss 
experience  will  continue. 

Let  me  now  comment  on  certain  aspects  of  S.  1784,  the  Small 
Business  Investment  Company  Improvement  Act  of  1996,  which 
was  approved  by  the  Senate  Small  Business  Committee  on  May  22. 
The  Agency  appreciates  the  House  and  Senate's  Committees'  inter- 
est in  the  continued  improvement  in  the  SBIC  Program.  The  Agen- 
cy worked  closely  with  the  Senate  Small  Business  Committee  and 
the  SBIC  and  SSBIC  industries  in  drafting  S.  1784,  and  looks  for- 
ward to  working  with  this  Committee  as  well. 

The  President's  fiscal  year  1997  budget  for  the  SBIC  Program 
proposes  two  basic  program  changes  consistent  with  recommenda- 
tions of  the  SBIC  Reinvention  Council;  first,  an  increase  in  the  user 
fee  charged  for  leverage  to  3  percent  from  the  previous  2  percent. 
Second  is  the  imposition  of  a  1  percent  or  100  basis  point  add-on 
to  the  interest  rates.  The  administration's  budget  recommends  fis- 
cal year  1997  program  levels  of  $400  million  for  participating  secu- 
rities and  $225  million  for  debentures,  requiring  an  appropriation 
of  $21.7  million. 

S.  1784  also  increases  the  user  fee  to  3  percent,  but  it  increases 
the  interest  add-on  by  only  one-half  as  much,  or  50  basis  points. 
With  these  proposed  increases,  it  is  estimated  that  the  administra- 
tion's proposed  $21.7  million  appropriation  will  provide  program 
levels  of  $260  million  for  participating  securities  and  $123  million 
for  debentures.  This  is  39  percent  less  than  the  President's  rec- 
ommended program  level,  and  far  short  of  the  program's  needs. 
The  administration's  additional  50  basis  point  add-on  beyond  that 
contained  in  the  bill  is  expected  to  have  a  negligible  adverse  impact 
on  projected  SBIC  profitability  and  is  justified  in  that  it  will  in- 
crease program  loans. 

The  Agency  would  encourage  the  enactment  of  new  leverage  fees 
as  soon  as  possible.  Once  enacted,  these  new  fees  would  imme- 
diately reduce  the  SBIC's  subsidy  rates,  and  they  can  be  applied 
to  any  uncommitted  balance  in  the  1996  appropriation. 

The  existing  SBIC  Program  authorization  levels  for  fiscal  year 
1997  are  $900  million  for  participating  securities  and  $220  million 
for  debentures.  In  order  to  accommodate  the  administration's  pro- 
posed debenture  program  level  of  $225  million,  it  is  necessary  to 
increase  the  authorization  level  for  debentures. 

SBIC's  using  debenture  leverage  continue  to  serve  an  important 
segment  of  the  small  business  community.  The  SBIC  Reinvention 
Council  acknowledged  in  its  May  1995  report  that  debenture 
SBIC's  are  meeting  capital  needs  which  no  other  SBA  Program  is 
able  to  address;  in  contrast  to  the  7(a)  or  504  Programs,  which  look 
to  collateral  security,  SBIC's  provide  true  equity  or  long-term  loans, 
which  are  typically  unsecured. 

The  important  role  of  debenture  SBIC's  is  illustrated  by  the  May 
27th,  1996  issue  of  "Business  Week,"  which  is  attached  to  my  testi- 
mony, and  featured  an  article  entitled  "100  Hot  Publicly  Owned 
Growth  Companies  for  1996."  According  to  SBA  records,  13  of  these 


companies  received  assistance  from  SBIC's,  all  of  which  used  de- 
benture leverage. 

While  the  $5  million  minimum  capitalization  required  by  S.  1784 
is  appropriate  for  new  licensees  where  future  successful  perform- 
ance is  unproven,  a  number  of  licensees  have  already  demonstrated 
economic  viability  at  smaller  capitalizations  and  are  effectively 
serving  the  program's  public  policy  purposes. 

The  bill  addresses  this  issue  by  providing  an  exception  to  the 
minimums  for  existing  licensees  having  at  least  $3  million  in  pri- 
vate capital,  so  long  as  they  invest  in  what  SBA  regulations  define 
as  smaller  businesses,  and  so  long  as  they  meet  specific  perform- 
ance tests.  Since  95  percent  of  all  licensee  investments  currently 
are  in  companies  which  meet  the  bill's  definition  of  smaller  con- 
cerns, this  smaller  business  requirement  should  not  be  problematic. 

There  are  124  licensees,  SBIC's  and  SSBIC's  with  private  capital 
of  less  than  $3  million.  A  listing  is  attached  to  my  written  state- 
ment. They  constitute  46  percent  of  the  program  in  number  and 
represent  $184  million  of  the  program's  private  capital  and  $197 
million  of  its  outstanding  leverage.  The  exemption  is  exceedingly 
important  to  them  because  without  it,  they  will  probably  be  forced 
to  exit  the  program.  These  smaller  SBIC's  play  an  important  role 
in  providing  financing  for  the  very  smallest  firms. 

Unfortunately,  many  of  the  licensees  with  private  capital  below 
$3  million  could  have  great  difficulty  in  meeting  the  requirements 
of  this  section  as  it  is  currently  drafted.  In  my  written  statement, 
specific  language  changes  are  suggested  to  make  this  exception 
more  workable.  The  Agency  also  recommends  that  this  exception  be 
applicable  only  to  licensees'  eligibility  for  future  leverage,  and  it 
not  affect  the  licensees'  ability  to  continue  to  operate. 

Forcing  licensees  which  are  currently  operating  soundly  to  exit 
the  program  solely  because  they  do  not  meet  new  standards  seems 
unfair,  and  it  would  likely  result  in  increased  losses  to  the  Govern- 
ment in  recovering  on  outstanding  leverage.  Expediting  liquidation 
will  almost  certainly  cause  lower  recoveries  on  leverage,  and  there- 
fore, greater  losses. 

Section  8  of  the  bill  addresses  the  Agency's  liquidation  activities 
and  requires  that  by  October  15,  1996,  SBA  present  a  detailed  plan 
with  recommendations  on  options  or  liquidation  of  SBIC  assets,  in- 
cluding the  option  of  contracting  out  these  activities.  In  developing 
the  plan,  we  will  need  to  take  into  account  the  interests  of  other 
parties  in  liquidation  activities.  For  example,  the  assets  in  liquida- 
tion include  leveraged  SBIC's  who  have  voluntarily  decided  to  give 
up  their  license  and  are  proceeding  with  an  orderly  liquidation. 

Experience  has  shown  us  that  is  an  extremely  efficient  method 
of  maximizing  the  Government's  recovery  at  minimum  cost  and 
should  be  continued.  SBIC  assets  are  by  their  nature  difficult  to 
liquidate  at  a  fair  price.  Typically  they  are  debt  or  equity  interest 
in  small,  sometimes  family  invested  concerns,  the  managements  of 
which  have  little  incentive  to  assist  SBA  in  either  accelerating  or 
maximizing  its  recovery. 

The  Agency  believes  that  a  balance  must  be  reached  between 
having  incentives  that  lead  to  liquidation  at  fire-sale  prices  and  liq- 
uidation that  may  take  too  long.  We  continue  to  work  for  the  im- 
provement of  the  Agency's   SBIC   liquidation  activity.   This  com- 


pletes  my  testimony.  Don  and  I  will  be  happy  to  answer  any  ques- 
tions you  may  have. 

[Ms.  Forbes'  statement  may  be  found  in  the  appendix.] 

Chair  Meyers.  Thank  you  very  much,  Ms.  Forbes,  and  I  do  have 
a  lot  of  questions,  and  we'll  wait  until  we  have  heard  from  all  of 
our  witnesses.  Mr.  Christensen,  would  you  like  to  comment  or  do 
you  just  want  to  respond  to  questions? 

Mr.  Christensen.  I  have  nothing  to  add.  I'll  be  happy  to  respond 
to  questions. 

Chair  MEYERS.  Thank  you  very  much.  Mr.  Fox. 

TESTIMONY  OF  KEITH  FOX,  CHAIRMAN,  NATIONAL  ASSOCIA- 
TION OF  SMALL  BUSINESS  INVESTMENT  COMPANIES  AND 
PARTNER,  EXETER  VENTURE  LENDERS 

Mr.  Fox.  Madam  Chairman,  I  appreciate  this  opportunity  to 
speak  before  this  Committee  and  again  with  you.  I'm  the  volunteer 
chairman  of  NASBIC  trade  association.  When  we  last  spoke,  you 
expressed  concern  about  the  debenture  program.  That  concern  I 
think  was  legitimate  but  related,  I  believe,  exclusively  to  things 
that  happened  prior  to  the  1992  legislation.  There  have  been  many 
changes;  the  1992  legislation,  the  1994  regulations,  the  1996  regu- 
lations, and  this  proposed  1996  legislation.  Those  changes  have  af- 
fected the  debenture  program  primarily  and  also  introduced  partici- 
pating securities. 

The  changes  are  material  and  are  not  yet  reflected  in  the  subsidy 
rates,  nor  are  they  widely  recognized  or  publicly  understood  by  all 
people.  One  of  the  things  is  that  evaluation  methods  that  have 
changed.  SBA  has  introduced  evaluation  requirements  of  SBIC's. 
SBIC's  have  to  value  their  assets  in  accordance  with  the  rules. 

Those  rules  are  tough.  In  fact,  those  rules  are  so  tough  that  our 
accounting  firm  tells  us  they're  so  tough,  they  can't  actually  certify 
our  statements.  They're  too  tough  for  them.  What  that  means  is 
that  when  you  have  tough  evaluation  requirements,  investors  real- 
ly bear  the  first  loss.  That's  a  critical  change.  If  the  investors  bear 
the  first  loss,  which  is  now  the  case,  you  have  a  different  risk-re- 
ward relationship  in  the  equation.  That's  not  widely  understood. 

The  conflicts  of  interest  between  the  management  and  ownership 
of  SBIC's  have  changed  with  the  introduction  of  a  requirement  for 
diversification  of  ownership.  Introduction  of  the  participating  secu- 
rities and  the  introduction  by  SBA  of  tough  credit  guidelines  when 
SBIC's  get  leverage — that's  had  another  important  impact. 

Debenture  SBIC's  can  no  longer  make  equity  investments  with 
debt  capital.  This  means  that  the  asset  and  liability  sides  of  their 
balance  sheets  are  now  matched.  In  the  past,  it  was  a  problem  that 
when  an  SBIC  would  borrow  money,  make  an  equity  investment, 
and  then  wouldn't  actually  have  the  cash  to  pay  the  interest  to  the 
SBA,  causing  a  default.  That  problem  has  been  completely  removed 
by  the  1992  legislation. 

Moreover,  in  addition  to  this,  SBA  now  does  credit  reviews  before 
affording  any  leverage.  That's  a  new  introduction.  Those  reviews 
are  tough.  The  legislation  has  also  introduced  a  different  group  of 
investors  into  the  program;  pension  funds,  professional  investors, 
gatekeepers.  In  our  SBIC's,  for  example,  we  actually  have  two  pub- 


licly  traded  British  corporations;  a  life  insurance  company  and  an 
investment  and  trust  on  the  London  stock  exchange. 

Because  of  these  regulations,  foreign  money  is  now  coming  in 
and  SBIC's  are  attractive  to  a  segment  of  the  U.S.  capital  market 
that  they  had  never  touched  before.  In  terms  of  the  quality  of  the 
people,  the  quality  of  SBIC  managers  has  never  been  higher.  We 
have  two  SBIC's.  We  have  three  partners.  Between  the  three  part- 
ners, we  have  three  MBA's,  two  JD's,  one  CMA,  and  two  BA's.  I 
put  it  to  you  at  least  on  paper 

Chair  MEYERS.  It  sounds  like  you're  in  trouble. 

Mr.  Fox.  Well,  we  are  in  trouble,  except  for  one  other  fact,  which 
I  assume — Well,  between  the  three  of  us,  we  also  have  35  years  of 
experience  in  investing,  investment  banking,  banking,  and  the 
legal  services  associated  with  it.  We  wouldn't  have  entered  this 
program  in  1993  or  in  1992.  We  entered  this  program  subsequent 
to  the  enactment  of  the  1994  regulations. 

We  appreciate  your  attention  to  solving  these  problems.  Like  you, 
we  want  a  safe  and  sound  program.  We  also  think  that  we  need 
to  address  the  amount  of  program  size  for  the  debenture  program. 
The  need  for  debentures  has  never  actually  been  greater.  You'll  no- 
tice, I'm  focusing  on  the  debenture  program  because  I  think  that 
is  the  area  of  historical  concern. 

The  need  has  never  been  greater  in  part  because  banks  are  con- 
solidating. As  banks  consolidate,  their  ability  to  service  smaller 
company  markets,  the  smaller  capital  markets  disappears.  The  de- 
benture capital  firms  that  might  have  taken  their  place  are  larger 
and  they're  bi-coastal.  When  I  say  "bi-coastal,"  I  don't  mean  where 
they're  physically  located;  I  mean  where  they  invest  their  money. 
They  don't  invest  their  money  in  the  heartland  of  the  country;  they 
invest  their  money  on  the  coast. 

Finally,  they're  investing  off  shore.  Because  of  their  sheer  mass, 
almost  none  of  them  below  $100  million  on  a  statistical,  size  and 
range  basis;  they're  forced  to  send  money  off  shore.  SBIC's  never 
do  that. 

There's  also  been  a  structural  change  in  the  economy.  As 
downsizing  takes  place,  the  entrepreneurial  class  of  the  country  ac- 
tually grows.  There  are  people  out  there  now  who  have  skill,  who 
have  experience,  have  business  experience,  but  need  capital.  SBIC's 
can  solve  that.  Obviously,  productivity  is  the  key  to  economic 
growth  within  the  country  for  the  creation  of  profits  and  taxes.  So, 
this  isn't  a  substitution  program;  this  is  a  unique  program. 

Now,  the  growth  we're  talking  about  is  actually  rather  small.  It's 
small  in  absolute  dollars.  It  may  be  a  large  percentage  on  the  mar- 
ket, but  in  terms  of  absolute  dollars  it's  small.  It's  small  compared 
to  the  private  capital  that's  coming  in,  and  it's  small  compared  to 
the  demand. 

It  also  reflects  all  of  these  changes.  I  ask  the  question,  what  is 
the  purpose  of  improving  a  program  if,  having  made  it  work,  one 
fails  to  fund  it.  All  of  that  effort  that  this  Committee  and  others 
have  put  together  will  be  wasted  because  the  people  and  the  inves- 
tors that  are  necessary  for  success  will  exit  and  cease  to  stay  un- 
less the  program  is  built  and  maintained  in  size. 

Finally,  capital  is  necessary  to  enable  the  existing  SBIC's  to  di- 
versify. The  financial  industry  is  an  unsystematic  risk.  You  can  di- 


versify  it  away.  You  reduce  your  risk  by  diversification.  As  you 
bring  the  returns  to  the  middle  of  the  spectrum,  the  ends  drops  off. 
The  ends  are  where  the  SBA  has  risk.  So,  we  have  that  too. 

Finally,  you  mentioned  to  me  that  you  didn't  want  it  to  be  an- 
other S&L  disaster  under  your  watch.  I  couldn't  agree  more.  We 
don't  want  one  under  our  watch.  We  don't  want  one  ever.  But  there 
are  no  parallels  that  I  could  find  between  that  disaster  and  this 
program.  We  regulate  it.  We  have  size;  it's  much,  much  smaller, 
and  quality  is  much,  much  higher.  We  have  very  tough  licensing 
standards.  We  have  regulations  that  have  been  changed  and  intro- 
duced. We  don't  have  dis-intermediation.  We  have  monitoring,  we 
have  examinations,  we  have  regulations,  we  have  an  SBA  that  has 
consistently  increased  and  improved  its  standards  over  the  last  few 
years. 

So,  our  mutual  wishes  for  an  era  of  stability  and  prosperity  are 
the  same  as  yours.  It's  a  sensible  program.  It's  a  necessary  pro- 
gram. It's  reached  a  stage  now  where  it's  properly  regulated  and 
with  this  final  piece  of  legislation,  it's  properly  legislated.  The  bal- 
ance of  my  comments  are  in  the  written  testimony,  which  I  would 
like  to  be  able  to  put  into  the  record.  Thank  you. 

[Mr.  Fox's  statement  may  be  found  in  the  appendix.] 

Chair  Meyers.  Thank  you  very  much,  Mr.  Fox.  Mr.  Jones? 

TESTIMONY  OF  TERRY  JONES,  CHAIRMAN,  NATIONAL  ASSO- 
CIATION OF  INVESTMENT  COMPANIES,  AND  PARTNER, 
SYNCOM  VENTURE  PARTNERS 

Mr.  Jones.  Thank  you.  Madam  Chairwoman.  I  have  here,  which 
if  we  could  get  passed  out,  some  exhibits  that  are  included  in  my 
testimony,  but  for  impact,  I  would  like  for  each  of  the  members  of 
the  Committee  perhaps  to  have  one  now,  which  shows  the  SBIC 
and  SSBIC  licensees  that  are  under  $2.5  million  and  located  in 
their  respective  States.  That  is  Exhibit  8  in  the  testimony,  and  I 
ask  that  my  full  statement  be  submitted  for  the  record. 

Madam  Chairwoman  and  members  of  the  Committee,  my  name 
is  Terry  Jones,  and  I  am  President  of  Syncom  Capital  Corporation, 
an  SSBIC  which  focuses  on  investments  in  the  telecommunications 
industry.  Syncom  Capital  received  its  SSBIC  license  in  1978  and 
we  began  with  only  $1.25  million  in  private  capital.  Since  that  time 
18  years  ago,  Syncom  has  invested  approximately  $18  million  in  52 
transactions  with  other  investors,  and  these  transactions  have  le- 
veraged over  $373  million.  Again,  I  make  the  point  that  that  came 
from  an  initial  capital  base  of  $1.25  million  in  1978. 

Now,  Syncom  Capital  is  one  for  funds  that  my  partners  and  I 
manage,  and  we  have  received  $55  million,  which  we  manage  from 
institutional  investors  such  as  CALSTRS  pension  fund,  the  State 
of  Connecticut,  Ameritech,  DC  pension  fund,  TIAA  CREP,  and 
other  pension  funds.  I'm  also  voluntarily  chairman  of  the  National 
Association  of  Investment  Companies,  which  is  the  trade  associa- 
tion which — whose  members  focus  on  providing  financing  for  mi- 
nority investments. 

The  preponderance  of  NIAC  members  are  located  in  nearly  all  of 
the  States,  as  I  mentioned,  represented  by  members  of  this  Com- 
mittee. Madam  Chairman,  SSBIC's  were  authorized  as  part  of  the 


8 

SBIC  Program  to  provide  patient  capital  to  a  particularly  under- 
served  part  of  the  American  business  small  marketplace. 

Although  regular  SBIC's  can  invest  in  such  firms,  historically, 
with  few  exceptions,  they  have  not  done  so.  SSBIC's  have  literally 
been  the  sole  port  of  patient  capital  to  this  market.  Clearly,  what- 
ever problems  small  businesses  experience  in  assessing  patient 
capital,  they  are  magnified  many  times  over  by  minority  entre- 
preneurs. 

We  have  provided  statistics  time  and  again  which  quantify  that 
the  direct  and  indirect  economic  gains  to  the  U.S.  economy  and  spe- 
cifically to  its  tax-payers  from  this  program  far  exceeds  actual  or 
potential  losses.  But  despite  this  reality,  we  have  been  continually 
confronted  with  unflattering  stereotypes  and  myth  that  the  SSBIC 
Program,  because  of  its  target  market  and  because  of  the  smaller 
private  capital  base  of  SSBIC  licenses,  is  inherently  more  risky. 

Ladies  and  gentlemen  of  this  Committee,  your  fair  and  objective 
review  of  the  facts  will  show  that  this  indeed  is  not  true.  In  recent 
months,  the  conjecture  concerning  SSBIC's  has  been  joined  by  a 
new  myth,  which  holds  that  the  fund  side  is  the  major  determinant 
of  SBIC  viability;  that  is,  smaller  licenses,  SBIC's  and  SSBIC's 
with  private  capital  of  less  than  $5  million  are  inherently  more 
risky  to  the  American  taxpayer  than  larger  SBIC's. 

Historical  program  data  does  not  support  this  assertion.  In  fact, 
the  data  shows  just  the  opposite;  the  larger  the  private  capital  the 
licensees  transferred  to  liquidation  between  1991  and  1996,  the 
larger  the  potential  losses  are  to  the  Government  by  a  factor  of  al- 
most three  to  one. 

Now,  I've  begun  my  comments  on  S.  1784  by  addressing  this 
myth  that  large  fund  size  automatically  equates  to  safety  and 
soundness  because  unfortunately,  much  of  the  proposed  legislation 
is  based  on  this  notion.  Although  SBIC  size  certainly  plays  a  major 
role  in  determining  the  type  and  amount  of  financing  that  will  be 
provided  to  a  small  business,  it  is  not  and  should  not  be  assumed 
to  be  the  primary  determinant  in  safety  and  soundness  of  the  SBIC 
Program. 

So,  what  then,  if  anj^thing,  should  be  done  to  reform  and  improve 
the  SBIC  Program?  Before  this  question  can  be  addressed,  we  be- 
lieve that  two  basic  questions  must  be  answered.  First  and  fore- 
most, is  there  still  a  need  and  public  policy  purpose  for  a  Govern- 
ment-sponsored small  business  venture  capital  program?  And  if 
there  is,  second,  a  compelling  purpose,  who  then  should  the  SBIC 
Program  serve?  Madam  Chairman,  the  answers  to  these  questions 
will  determine  to  a  large  degree  who  is  allowed  to  receive  and  re- 
tain a  license  in  the  future. 

Members  of  the  Committee,  it  will  not  take  any  of  us  very  long 
to  research  and  discover  that  the  original  purpose  of  the  Small 
Business  Investment  Company  Act  was  to  provide  patient  capital 
and  growth  capital  to  this  Nation's  small  business  sector,  and  to 
find  that  this  is  still  needed  because  financial  market  imperfections 
and  structural  barriers  still  inhibit  the  flow  of  needed  equity  cap- 
ital to  this  sector  of  our  economy. 

This  is  particularly  true  of  smaller,  entrepreneurial  companies, 
especially  those  owned  by  women  and  by  minority  entrepreneurs. 
Overcoming  market   imperfections   and   barriers   is   therefore   the 


compelling  public  purpose  of  this  Government-sponsored  program, 
and  therefore  defines  who  the  program  should  be  meant  to  serve. 

Fundamentally,  the  SBIC  Program  should  not  be  designed  to 
mimic  and  mirror  and  compete  with  the  existing  private  venture 
capital  sources.  It  should  reach  up  and  down  and  over  to  the  Amer- 
ican entrepreneurs  who  really  need  the  advantages  and  benefits  of 
venture  capital  and  for  whom  it  is  not  readily  available  from  tradi- 
tional private  sources.  This  is  the  only  purpose  for  maintaining 
Government  sponsorship  of  the  SBIC  industry. 

With  this  in  mind,  NAIC  makes  the  following  recommendations 
for  the  SBIC  Program  for  improving  the  SBIC  Program.  I  have  list- 
ed in  my  testimony  seven  recommendations,  which,  in  the  interest 
of  time,  I  will  not  detail.  I  will  say  though  that  first,  fundamen- 
tally, we  believe  that  successful  operations,  not  size,  should  be  the 
critical  factor  in  determining  a  licensee's  continuing  full  participa- 
tion in  the  SBIC  Program.  If  major  program  changes  are  enacted, 
all  licensees  currently  operating  in  compliance  with  SBIC  rules  and 
regulations,  regardless  of  size,  must  be  fully  grandfathered.  S.  1784 
does  not  accomplish  this. 

I  want  to  clarify  one  point,  Madam  Chairman,  which,  it's  very 
important  for  us  to — to  have  you  understand,  and  that  is  that — and 
this  is  regarding  one  of  our — NAIC's  recommendations,  major  rec- 
ommendations in  the  past.  Prospectively,  we  have  suggested  that 
there  should  be  a  single  license  category  for  SBIC's.  That's  because 
if  traditional  SSBIC  leverage  is  not  going  to  be  made  available, 
then  SSBICs  should  be  freed  from  the  investment  restrictions 
under  Section  301(d)  of  the  act. 

Our  members  are  committed  to  the  minority  business  market 
niche,  but  it  is  fundamentally  unfair  to  impose  an  unfunded  man- 
date upon  us.  However,  our  recommendation  concerning  the  single 
category  of  license  is  directly  linked  to  the  adoption  of  the  SSBIC 
advisory  council's  other  recommendations  and  should  not  be  viewed 
independently  of  them. 

Madam  Chairman,  SSBIC  managers  are  not  fearful  of  change. 
We  are  mindful  also  of  budget  realities.  We  support  the  growth  of 
the  program  and  encourage  our  members  to  take  on  the  challenge 
of  raising  new  capital.  NAIC,  however,  cannot  support  S.  1784  or 
any  other  reform  bill  unless  the  above-mentioned  provisions  are  in- 
corporated into  the  legislation. 

Without  these  provisions,  it  is  better  for  the  SBIC  industry  and 
for  the  small  business  community  at  large  that  Section  301(d)  of 
the  act  be  maintained  as  it  is.  The  major  problem  with  S.  1784  as 
currently  drafted  is  that  it  annihilates  the  301(d)  industry  without 
offering  any  alternative  approach  or  incentive  for  capital  to  be  in- 
vested in  entrepreneurial  small  businesses  heretofore  served  by 
SSBICs. 

Moreover,  S.  1784  restricts  the  type  and  availability  of  leverages 
available  to  all  licensees  with  private  capital  under  $5  million. 
These  are  precisely  the  SSBICs  who  consistently  and  most  effec- 
tively finance  the  underserved  segment  of  American  business.  At 
the  same  time,  the  bill  is  misguided  in  that  it  provides  incentives 
for  the  creation  of  large  and,  in  terms  of  absolute  dollar  loss,  poten- 
tially more  risky  SBIC's  which  will  by  necessity  compete  with  the 
existing  private  venture  capital  industry. 
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There  is  a  compelling  public  policy  purpose  for  the  first  group  of 
SBIC's.  There  is  no  defendable  public  policy  rationale  for  the  latter. 
Instead,  we  believe  that  additional  reforms  should  be  crafted  to 
provide  incentives  to  reward  the  flow  of  venture  capital  to  under- 
served  entrepreneurial  enterprises  consistent  with  the  reforms  that 
have  already  been  incorporated  in  the  recent  revisions  of  SBIC  reg- 
ulations. 

Chair  Meyers.  Mr.  Jones,  could  you  conclude  your  remarks? 

Mr.  Jones.  This  is  the  last  sentence. 

Chair  MEYERS.  I'm  sorry. 

Mr.  Jones.  To  act  otherwise  would  extinguish  the  only  source  of 
venture  capital  for  many  of  this  Nation's  emerging  growth  compa- 
nies, and  ultimately  jeopardize  public  and  political  support  of  the 
Federal  Government's  38-year  involvement  in  this  small  business 
investment  program  itself.  Thank  you. 

[Mr.  Jones'  statement  may  be  found  in  the  appendix.] 

Chair  MEYERS.  Thank  you  very  much.  First  I'd  like  to  say  to  Mr. 
Fox  that  I  did  not  mean  to  compare  in  magnitude  the  problem  of 
the  S&L's,  and  I  think  I  said  that  to  you  when  we  were  talking. 
That  was  obviously  a  $130  billion  program,  or  loss,  but  I  was  aware 
then  and  am  aware  now  that  there  are  183  SBIC's  in  liquidation, 
I  believe.  It's  more  than  half  a  billion  dollars  loss.  For  a  relatively 
small  program,  that  is  a  relatively  large  loss. 

I  am  concerned  about  some  of  the  things  in  the  Senate  bill  where 
we  have  grandfathered  a  number  of  the  SBIC's  that  might  be  prob- 
lematical. In  other  words,  in  addition  to  that  half  billion  dollars 
loss,  we  have  some  other  SBIC's  that  we  are  not  truly  sure  of,  and 
that  there  may  be  additional  losses  beyond  that.  The  $481  million 
is  the  amount  that  is  in  liquidation  right  now,  I  believe.  So,  there 
is  no  exact  comparison,  but  I  did  say  that  on  my  watch,  I  do  not 
want  to  see  the  problem  grow.  I  want  to  see  it  resolved. 

I  do  have  some  questions,  and  I  think  I  will  start  today  and  then 
yield  to  Mr.  Luther.  My  first  question  will  be  directed  to  Ms. 
Forbes.  Currently,  the  SBA  employees  about  17  receivers  under 
personal  services  contracts,  and  these  receivers  have  made  an  aver- 
age of  $107,000  over  the  last  3  years.  At  least  one  receiver  has 
billed  the  SBA  for  3,000  hours  of  work  last  year.  The  receivers 
manage  only  72  of  the  SBIC's  and  SSBIC's  in  liquidation.  The  re- 
maining 100  are  in  self-liquidation  or  in  bankruptcy. 

Now,  many  of  these  SBIC's  in  receivership  have  been  there  for 
decades.  Right  now,  the  oldest  dates  back  to  1967.  As  of  September 
the  1st,  1995,  55  percent  of  the  SBIC's  in  receivership  had  been 
there  for  5  or  more  years.  Now,  this  is  an  enormous  problem.  Even 
if  it  is  not  on  the  scope  of  the  S&L  problem,  it  is  still  an  enormous 
problem.  We  have  to  do  something  to  resolve  this  problem  and  we 
are  not  doing  anything  to  resolve  it,  and  I'd  like  to  have  you  com- 
ment on  that. 

Ms.  Forbes.  On  the  specifics  of  how  the  receivers  work  and  their 
compensation  et  cetera,  I'm  going  to  ask  Don  Christensen  to  ad- 
dress that.  But  in  terms  of  the  number  of  SBIC's  that  have  been 
in  receivership  for  more  than  a  decade,  our  list  shows  five,  and  sev- 
eral of  these  are  within 

Chair  MEYERS.  We  say  55  percent  have  been  there  for  5  or  more 
years. 
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Ms.  Forbes.  Right,  but  the  earlier  remark  was  that  many  of 
them  have  been  in  receivership  for  decades.  Only  five  out  of  all  the 
ones  that  have  been  in  liquidation  fall  in  that  category.  Don,  do  you 
want  to  comment? 

Mr.  Christensen.  Let  me  comment  on  the  receivership  oper- 
ation, if  I  may.  The  majority  of  leverage  that  was  extended  to  the 
SBIC's  that  are  now  in  liquidation  was  subordinated  leverage.  It 
was  subordinated  to  the  claims  of  virtually  everyone  else  who  had 
lent  money  or  had  other  obligations  of  the  company. 

We  found  that  the  receivership  function  was  an  effective  way  of 
addressing  this  problem  because  the  only  way  we  could  recover  is 
for  the  senior  people  to  recover  first.  Unfortunately,  it  means  that 
we're  working  for  the  senior  people  because  until  they  have  recov- 
ered their  funds,  there's  nothing  available  for  SBA. 

These  receiverships  are  operated  under  the  court's  supervision. 
Although  they've  appointed  SBA  as  receiver,  the  court  calls  the 
shots.  They  tell  us  what  we  can  do  and  what  we  can't  do.  They 
point  out  to  us  that  we  have  a  fiduciary  responsibility  in  the  receiv- 
erships to  get  recoveries  for  anyone  that  we  possibly  can,  even  peo- 
ple junior  to  us.  In  other  words,  in  a  receivership,  for  us  just  to  re- 
cover SBA's  obligations  doesn't  mean  that  we  can  walk  away.  We 
have  fiduciary  responsibility  to  take  care  of  the  common  sharehold- 
ers as  well  if  there  is  any  economic  interest  to  them. 

Chair  MEYERS.  I'm  not  arguing  about  that.  What  I'm  saying  is 
it  doesn't  seem  like  it's  being  managed  well.  It  doesn't  seem  like 
it's  going  efficiently.  For  something  to  take  so  long — I  can  relate 
back  to  some  of  the  problems  that  you're  saying,  but  the  problem 
doesn't  seem  to  be  reducing.  We  have  spent  $5  million  on  receivers 
in  the  past  3  years;  $5  million  to  receivers,  and  the  problem  doesn't 
seem  to  be  in  resolution  at  all. 

Mr.  Christensen.  Well,  let  me  comment  to  the  effect  that  I 
think  the  problem  is  in  resolution  now.  It  may  be  that  it  could  be 
done  more  rapidly.  One  of  the  things  that  the  Senate  bill  requires 
is  that  we  do  a  study  as  to  how  it  can  be  improved.  The  Agency 
has  provided  budget  money  that  would  enable  us  to  bring  in  some 
on-site  people  to  do  that  study.  So,  our  objective  in  providing  the 
October  15  report  is  to  provide  one  that  addresses  this  very  explic- 
itly. But  it's  interesting  that  as  of  the 

Chair  Meyers.  Do  you  try  to  resolve  those  issues  in  court,  Mr. 
Christensen,  or  do  you  just  let  the  receivers  do  it  and  it  drags  on 
for  10  years? 

Mr.  Christensen.  No,  SBA  employees  supervise  the  receivers, 
and  they  provide  supervision  of  them  and  make  sure  that  what 
they're  trying  to  do  is  appropriate,  that  it's  an  effective  use  of  the 
funds.  The  funds  of  the  receivers  come  out  of  the  receiverships. 
Now,  to  the  extent  that  we're  at  the  bottom  of  the  totem  pole,  that 
comes  out  of  our  pocket  too,  and  we're  very  much  aware  of  that. 

But  there  is  a  great  deal  of  attention  paid  to  this  issue.  One  of 
the  things  I'm  pleased  to  be  able  to  say  is  that  as  of  the  report  that 
we  gave  to  the  Committee,  our  loss  report  indicated  that  we  had 
$481  million  of  assets  in  liquidation.  Today  that's  down  to  just 
under  $405  million.  So,  we  are  making  progress,  and  the  reason 
we're  making  progress  is  that  we're  not  adding  things  to  liquida- 
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tion.  Previously  it  was  like  trying  to  empty  a  bowl  where  someone 
else  was  pouring  water  in. 

Today  we  find  that  because  of  only  seven  additions  last  year,  one 
this  year,  we're  making  very  good  progress  in  reducing  the  total. 
I  think  we  can  make  better  progress,  and  I  look  forward  to  having 
the  results  of  the  examination  and  the  outside  consulting  to  be  able 
to  report  to  this  Committee  how  we  do  better. 

Interestingly,  as  to  the  so-called  golden  oldies,  on  a  couple  of 
those,  we're  getting  very  large  recoveries.  This  is  a  constant  trade- 
off that  we  have  to  make.  Do  you  want  a  few  dollars  today  or  would 
you  rather  have  all  the  dollars  some  years  out? 

Chair  MEYERS.  Mr.  Christensen,  We  have  a  summary  of  SBIC's 
in  liquidation  as  of  March  31,  so  that's  2  months  ago.  It  says  that 
the  total  is  173,  and  then  we  have  a  new  total  of  187,  and  you  tell 
us  the  number  is  going  down. 

Mr.  Christensen.  No,  what  I  was  attempting  to  tell  you  is  the 
dollar  value 

Chair  MEYERS.  The  dollar  value  is  going  down. 

Mr.  Christensen  [continuing],  as  we  recover  under  the  receiver- 
ships. One  of  the  difficulties  that  we  face  in  the  Agency  is  that 
we're  in  a  rapidly  moving  environment,  and  the  numbers  we  come 
up  with  change  day  to  day  or  minute  to  minute.  In  the  list  at  the 
present  time,  which  I  have  as  181 — again,  it's  a  different  number. 
It's  the  latest  number  the  liquidation  people  could  give  me. 

Like  I  said,  we  have  67  receiverships,  21  self-liquidations.  Self- 
liquidation  is  probably  the  most  effective  way  of  doing  it.  We  have 
maximum  recovery  on  that.  We  have  69  where  actually  we  own  the 
assets.  We  have  seven  in  bankruptcy.  But  we  have  17  more  that 
are  in  the  process — in  other  words,  they  are  in  the  courts  in  an  ef- 
fort to  get  appointment  of  a  receiver.  So,  those  are  the  numbers  as 
they  exist  at  the  present  time. 

The  other  thing,  if  I  may — one  of  the  difficulties  that  we  really 
have  as  a  receivership  function  is  the  judgment  how  fast  we  sell 
relative  to  what  sacrifice  do  you  make  in  the  proceeds  that  you  get. 
As  you  know,  I've  only  been  in  this  job  for  9  months.  It  was  some- 
thing that  I  felt  was  probably  not  well  run  when  I  joined  the  Agen- 
cy. I  think  it's  better  run,  but  it's  not  satisfactorily  run. 

But  the  trouble  is,  as  distinct  from  RTC  and  many  of  the  other 
credit  programs,  these  assets  that  we  pick  up  are  basically  subordi- 
nated loans  or  equity  of  small  companies,  many  of  which  are  fail- 
ing. Invariably,  they're  unsecured.  The  question  is,  who  do  you  sell 
them  to?  Who  wants  to  buy  them?  One  of  the  best  ways  to  do  it, 
if  it's  a  solid  small  business,  one  of  the  best  ways  is  to  sell  it  back 
to  the  small  business. 

Alternatively,  who  else  would  be  interested?  I  mean,  that's  just 
an  absolute  major  problem.  One  of  the  things  that  we  try  to  be  sen- 
sitive to  are  the  small  businesses  themselves,  because  these  small 
business  concerns  have  borrowed  money  from  these  SBIC,  which 
then  got  into  trouble.  Now  we  come  in  as  Mr.  Bad  Guy  and  say 
we've  got  to  have  our  money  back  right  away.  We  feel  a  respon- 
sibility to  small  businesses  as  well  as  to  SBIC's  and  to  the  Federal 
taxpayer. 
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Chair  MEYERS.  Well,  I  think,  of  course,  we  all  do  too,  but  we  also 
have  a  great  deal  of  problem  with  expanding  a  program  that  is  in 
trouble  and  seems  to  be  having  difficulty  getting  out  of  trouble. 

Mr.  Christensen.  Right,  but  the  point  that  we  just  have  to  con- 
tinue to  make  is  there's  an  old  program  and  the  new  program,  and 
what  we  have  in  the  receiverships  and  the  liquidation  area  is  really 
the  old  program,  but  progress  has  been  made. 

Chair  MEYERS.  I  am  uncomfortable  with  the  fact  that  the  Senate 
seems  to  have  grandfathered  a  number  of  the  former  SBIC's,  and 
I'd  like  to  have  you  speak  to  that. 

Ms.  Forbes.  They've  grandfathered  SBIC's  that  meet  the  mini- 
mum capital  requirements  and  meet  other  requirements  of  man- 
agement et  cetera  that  are  existing  in  the  regs  now. 

Chair  Meyers.  I  understand,  but  they  are  grandfathered  at  the 
old,  lower  capital  rates. 

Ms.  Forbes.  Well,  actually,  slightly  higher  than  that.  It's  a  $3 
million  rate,  but  they  do  have  what  we  have  in  our  regulations, 
which  is  a  limitation.  In  order  to  get  new  leverage,  you  have  to 
have  profitability  3  of  the  past  4  years  if  you're  an  SBIC  below  the 
$3  million  level.  This  is  where  I  think  in  my  oral  remarks  I  said 
I  have  specific  language  changes  that  we  would  request  for  these 
specific  exceptions,  because  the  way  it's  worded  now  would  be  very 
problematic. 

But  the  requirement  in  order  to  get  new  leverage,  they  have  to 
have  been  profitable  over  3  of  the  past  4  years,  and  generally  prof- 
itable over  the  whole  term.  I  forget  what  the  other  specific — and 
the  other  problem  in  the  exception  is  it's  worded  they  can  have  no 
regulatory  violations.  Our  feeling  is  that  it  should  be  no  current 
regulatory  violations.  If  they  inadvertently  had  one  10  years  ago, 
and  now  they're  operating  soundly  and  they're  profitable,  there 
seems  to  be  no  legitimate  reason  for  not  giving  them  additional  le- 
verage 

Chair  MEYERS.  Mr.  Christensen? 

Mr.  Christensen.  One  of  the  real  problems  we  have.  Madam 
Chairman,  is  that  we  have  124  licensees  under  $3  million  in  cap- 
ital, and  this  is  a  group  that  you're  talking  about  grandfathering. 
These  licensees  have  $200  million — actually,  $197  million  of  SBA 
leverage  outstanding  at  the  present  time.  What  we're  desperately 
afraid  of  is  if  we  don't  grandfather  them,  that  we'll  then  essentially 
increase  our  losses  very  dramatically  as  a  result  of  trying  to  get 
them  out  of  the  program.  If  we  don't  grandfather  them,  what  do 
you  do  with  them?  They  no  longer  meet  the  statutory  require- 
ments, therefore  they  can't  be  an  SBIC. 

Chair  Meyers.  Well,  obviously  you  can't  say  the  program's  going 
to  end  for  them  tomorrow,  but  I  think  you  can  phase  them  into  the 
new  higher  capital  standard  over  a  period  of  3  years  or  something 
of  that  sort.  Because  just  to  say  that  you're  going  to  grandfather 
this  rather  significant  number  of  firms,  I  think  it  would  be  a  mis- 
take. 

How  many  of  the  124  licensees  were  on  the  list  of  112  SBIC's 
with  serious  violations  that  you  provided  to  the  GAO?  At  least  four 
of  the  SBIC's  under  the  $3  million  level  were  subjects  of  the  report 
due  to  numerous  serious  violations.  I  just  think  that  if  we  don't 
clamp  down  somehow,  how  are  we  going  to  police  the  program? 
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Ms.  Forbes.  We'll  have  to  provide  that  number  for  the  record. 
The  companies  that  are  there  now  are  operating  well.  They're  serv- 
ing small  businesses;  very  small,  small  business.  They're  typically 
making  investments  at  the  lower  end  of  the  range,  and  they're  op- 
erating well  and  profitably.  They're  not  in  violation.  It  seems  to  us 
that  it  would  be  unfair  to  kick  them  out  because 

Chair  MEYERS.  I'm  not  saying  kick  them  out.  I  don't  think  that 
you  should  ever  grandfather  a  program  forever  that  has  had  sig- 
nificant problems  in  the  past. 

Ms.  Forbes.  We  can  agree  on  that,  but  the  problem  is  these  par- 
ticular firms  have  not  had  problems.  The  ones  that  have  had  prob- 
lems are  on  their  way  out  of  the  program  or  they're  already  out. 
So,  that's  the  difference.  We  believe  that  without  grandfathering, 
there  would  be  major  disruption,  and  it  would  be  disruptive  to  the 
small  businesses  in  which  they've  invested. 

It  would  be  akin  to  when  the  banks,  the  FDIC  was  closing  down 
banks  and  then  the  banks  were  calling  their  loans  on  small  busi- 
nesses. The  loans  they  called  were  the  best  borrowers.  They  wanted 
that  money.  It's  the  same  sort  of  thing.  It's  not  the  small  business 
that's  small,  but  the  SBIC's,  and  we're  trying  to  protect  those  small 
businesses  as  well. 

Mr.  Christensen.  One  of  the  things  we're  currently  doing  is  try- 
ing to  protect  against  future  losses.  The  way  we  do  that  is  grant 
them  new  leverage. 

Chair  Meyers.  Say  that  again. 

Mr.  Christensen.  We're  trying  to  protect  against  creating  new 
losses  in  the  granting  of  leverage. 

Chair  Meyers.  How  are  we  doing  that? 

Mr.  Christensen.  By  very  careful  credit  evaluation  of  each  li- 
censee before  we  grant  them  leverage. 

Chair  Meyers.  By  requiring  more  capital? 

Mr.  Christensen.  Not  necessarily.  They  have  to  have  the  statu- 
tory capital  they  had  at  that  point  in  time  when  they  were  li- 
censed, but  they  do  have  to  demonstrate  to  us  that  they're  operat- 
ing profitably  now  and  that  they  don't  have  regulatory  violations. 
So,  really,  we  have  two  problems.  One  is  the  small  SBIC's  that  are 
out  there  with  $197  million  in  leverage.  We  have  the  other  prob- 
lem, which  is  to  provide  additional  leverage  to  them  in  the  future. 
I  think  they  are  two  things.  We're  addressing  them  separately. 

Ms.  Forbes.  Can  I  just  add  one  point  that  has  to  do  with  the 
subsidy  rate?  We've  been  advised  that  0MB  has  not  officially 
scored  the  bill,  but  if  these  companies  were  not  grandfathered  and 
either  immediately  kicked  out  or  if  they  didn't  meet  a  certain 
standard  and  in  2  or  3  years  they  were  kicked  out,  at  that  point, 
it  would  have  negative  impact  on  the  subsidy.  It  would  be  a  prob- 
lem for  the  subsidy  rates  because  under  credit  reform,  that  would 
be  considered  a  contract  modification,  and  contract  modifications 
need  to  have  current  year  appropriations.  So,  if  this  bill  were  to  go 
through,  it  would  have  serious  PAYGO  problems.  This  just  came  to 
our  attention  in  the  last  day  from  0MB. 

Chair  MEYERS.  Yes,  Mr.  Fox? 

Mr.  Fox.  The  important  thing  I  think  is  the  minimization  of  fu- 
ture losses.  Things  that  have  happened  in  the  past  that  we  believe 
related  to  all  the  licensees,  that's  sort  of  capitalized,  that  sort  of 
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managed  licensees  are  things  over  which  we  can  have  substantially 
little  influence. 

Chair  Meyers.  I  apologize.  I'm  going  to  have  to  take  a  5-minute 
recess  because  I'm  being  called  on  to  vote  in  another  Committee. 
This  is  getting  very  difficult.  Would  you  excuse  me,  Mr.  Luther?  I'll 
be  right  back. 

[Recess.] 

Chair  Meyers.  Thank  you  all.  The  meeting  will  come  to  order 
again.  I  think  I  lost  Mr.  Luther.  I  apologize. 

I  think  one  of  the  problems  comes  when  I  feel  like  we've  got  a 
problem  here,  and  I  keep,  I  guess,  trying  to  force  you  to  say  yes, 
we've  got  a  problem  here.  You  keep  saying  things  are  better.  They 
probably  are  better,  but  they  don't  seem  to  be  getting  better  suffi- 
ciently fast  so  that  we  feel  like  some  other  steps  need  to  be  taken. 
Obviously  the  Senate  does  too.  They  raised  minimum  capital  re- 
quirements to  $5  million. 

Now,  then  they  grandfathered  a  group  of  people  but  put  in  a 
whole  group  of  new  requirements  for  those  that  they  grand- 
fathered. Now,  the  last  time  we  changed  the  law  and  increased 
capital  requirements,  it  had  been  1.5,  and  we  increased  it  to  2.5, 
and  we  grandfathered  a  group  of  people  and  left  them  at  1.5.  How 
many  of  those  are  in  trouble  today? 

Mr.  Christensen.  I  think  the  difficulty  in  answering  that  is  in 
saying  "troubled  today."  As  we  see  them  as  being  in  trouble,  we  put 
them  in  on  watch  list.  We  have  21  companies  on  the  watch  list  at 
the  present  time,  and  of  those,  17  have  capital  of  less  than  $3  mil- 
lion. Now,  the  number  that  have  capital  below  that — she'll  count  it 
out  for  you. 

Chair  Meyers.  How  many  are  on  the  watch  list? 

Mr.  Christensen.  Twenty-one. 

Chair  Meyers.  Twenty-one.  Of  those,  17  have  capital  of  less  than 
$3  million. 

Mr.  Christensen.  Three  million.  So  the  question  you  were  ask- 
ing is  how  many  have  less  than  what  other  number? 

Chair  Meyers.  It  was  $2.5. 

Mr.  Christensen.  I  think  it's  the  same  number,  basically. 

Ms.  Forbes.  No,  it  isn't. 

Chair  Meyers.  Yes,  Mr.  Fox? 

Mr.  Fox.  I  feel  that  that  data  could  be  somewhat  misleading,  in 
that  those  companies  with  private  capital  of  less  than  $2^2  million 
that  were  grandfathered  that  are  on  the  watch  list  or  in  liquidation 
would  presumably  have  reached  that  unfortunate  position  whether 
or  not  the  regulations  changed;  my  point  being  that  what  we  are 
concerned  with,  what  we  at  NASBIC  are  concerned  with 

Chair  Meyers.  But  had  we  not  grand-fathered  them,  would  the 
situation  be  as  serious?  That's  something  we  don't  know.  I  don't 
know  and  you  don't  know. 

Mr.  Fox.  That's  true,  I  don't  have  that  statement,  but  it  could 
only  be  more  serious  if  they  were  given  more  leverage  after  the 
grandfathering  had  been  put  into  place.  That  is  the  point  I'm  try- 
ing to  lead  to,  which  is  that  our  objective  is  entirely  comparable  to 
your  objective,  which  is  to  eliminate  future  losses  wherever  pos- 
sible. 
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The  elimination  of  future  losses  and  the  minimization  of  future 
loss,  something  we  all  want  to  do,  is  not  necessarily  best  achieved 
by  the — it  is  best  achieved  by  having  tight  credit  standards,  tight 
regulation  standards,  not  giving  people  more  leverage — any  more 
leverage  if  they  have  violations  or  they  don't  meet  credit  standards. 
That's  what  this  was  attempting  to  do.  The  fact  that  some  of  them 
may  be  smaller,  provided  that  they  are  credit  worthy,  they're  prop- 
erly managed,  they're  meeting  public  policy  purposes  in  and  of  it- 
self I  don't  think  shouldn't  be  a  specific  reason. 

The  key  factor  is  that  the  people  who  are  given  leverage  in  the 
future  are  credit  worthy.  They  are  subject  to  reviews  they  were 
never  subject  to  before,  they  meet  valuation  guidelines  they  were 
never  subject  to  before,  and  there's  a  maximum  leverage  cap  that 
they  weren't  in  practice  subject  to  before. 

There  are  limitations  on  third-party  debt  they  weren't  subject  to 
before.  There  are  prohibitions  on  going  into  bankruptcy  which  they 
weren't  subject  to  before.  So,  to  try  and  compare  this  group  of  peo- 
ple who  are  on  a  watch  list  or  any  other  list  with  the  regulations 
that  are  in  place  today  and  the  risk  characteristics  that  they  have, 
it's  not  fair.  We  want  to  cut  the  losses  just  as  much  as  you,  but 
I  think  that  the  best  way  to  cut  our  loss  is  not  to  just  eliminate 
this  class  of  people,  because  elimination  of  them,  which  I  think  in 
practice  happens  over  time  anyway 

Chair  Meyers.  I  certainly  am  not  talking  about  eliminating  them 
all  tomorrow.  I  am  saying  that  we  ought  to  make  higher  capital  re- 
quirements so  that  everybody  is  the  same  within  a  3-year  period. 
That's  what  I  am  saying. 

Mr.  Jones.  May  I  comment?  Madam  Chairman,  I  guess  I'm  con- 
tinually troubled  by  the  parallel  that's  drawn  between  higher  cap- 
ital and  safety  and  soundness  or  loss  and  the  reality  that  the  num- 
bers don't  support  this.  In  fact,  again,  objectively  and  analytically, 
if  you  look  at  the  data 

Chair  Meyers.  Well,  Mr.  Jones,  I'm  not  going  to  interrupt  again, 
but  I  am  saying  that  for  some  reason,  the  Senate  raised  capital  re- 
quirements to  $5  million,  and  immediately  when  the  S&L  and 
bank  problems  arose,  the  first  thing  they  did,  the  regulators  did, 
was  to  raise  the  capital  requirements.  There  must  be  something  ef- 
fective about  raising  capital  requirements.  So,  there  must  be  some 
relationship  with  safety  and  soundness. 

Mr.  Jones.  Well,  the  numbers  should  bear  that  out  if  that's  true, 
is  my  point.  I  mean,  we  have  historical  data  on  capital  size  versus 
loss,  and  the  data  shows  that  the  larger  the  capital,  the  larger  the 
loss  to  the  Government.  The  question  is  not  being  asked  to  me  is, 
of  those  funds  that  are  over  $5  million  in  this  program  historically, 
what  have  been  the  absolute  dollar  losses  to  the  Government  ver- 
sus the  funds  that  are  under. 

Again,  I  think  that  would  be  a  fair  answer  to  obtain  before 
changing  or  defining  policy.  In  liquidation,  from  what  I  understand 
our  numbers.  Madam  Chair,  the  funds  with  the  largest  private  cap- 
ital over  $3  million  have  the  most  leverage  in  liquidation,  which 
means  that  potential  loss  to  the  Government  is  greater;  not  less. 
There  really  is  no  parallel  necessarily  between  capital — private 
capital  size  and  safety  and  soundness  or  potential  loss  to  the  Gov- 
ernment, as  evidenced  by  the  data. 
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Now,  we  agree  again  that  there  is  a  minimum  beyond  which  it 
is  impossible  to  effectively  run  an  investment  capital  program. 
That  minimum  really  relates  more  to  total  assets  under  manage- 
ment because  that  is  what  one  earns  its  return  or  profits  or  reve- 
nue on  rather  than  private  capital.  Private  capital  of  $2.5  million 
leveraged  one  or  two  times — and  let's  face  it;  you're  going  to  be  le- 
veraged if  you're  going  to  be  in  this  program,  otherwise  why  be  in 
it — ^yields  a  $7.5  million  total  asset  base  on  which  to  earn  revenue. 
An  unleveraged  $5  million  fund  has  a  smaller  capital  base.  Is  it 
safer  or  sounder?  I'm  not  sure  it  is. 

So,  I'm  just  asking  that  we,  instead  of  this  anecdotal  approach 
to  safety  and  soundness,  look  at  or  have  someone  look  at,  or  I  be- 
lieve it  has  been  looked  at,  the  data  that  says  that  the  larger  the 
private  capital,  the  larger  the  loss  potential  is  to  the  Government 
in  liquidation  at  this  point  of  the  SBIC's. 

Ms.  Forbes.  Mrs.  Meyers? 

Chair  Meyers.  Yes? 

Ms.  Forbes.  Can  I  just  for  the  record  tell  you  the  number  in  an- 
swer to  your  one  question? 

Chair  Meyers.  Yes. 

Ms.  Forbes.  You  asked  I  believe  how  many  that  were  grand- 
fathered in  the  1.5  million  are  on  the  watch  list.  We  have  7  below 
1.5.  I  believe  that  includes  2  at  1.5  right  now. 

Chair  Meyers.  So,  9  out  of  2 1  were  of  those  that  were 

Ms.  Forbes.  Let  me  double  check  that,  but  I  think  it  was  9  out 
of  21. 

Chair  Meyers.  Of  those  9  out  of  21  that  were  grandfathered  at 
the  lower  capital  level  are  on  the  watch  list.  So,  almost  half. 

Ms.  Forbes.  Right.  One  other  point.  On  the  Senate's  bill,  the 
higher  levels  of  capitalization  are  consistent  with  our  regulations. 
Those  numbers  are  in  our  regulations  now  and  there  is  some  excep- 
tion allowed  for  those  if  they  come  in  at  a  lower  level,  but  they 
have  to  show  strong  management  capability  and  meet  a  number  of 
other  requirements  that  are  laid  out. 

Chair  Meyers.  In  other  words,  in  your  regulations,  you  say  5 
million  capital  but  they  can  come  in  at  $3  million  if  they 

Ms.  Forbes.  We  don't  specify  $3  million,  but  they  can  come  in 
lower  if  they  can  demonstrate  strong  management. 

Chair  Meyers.  You  don't  have  any  floor  or  any 

Ms.  Forbes.  Well,  the  statutory  floor. 

Mr.  Christensen.  The  statutory  is  $2.5  million.  The  ones  below 
$5  million  are  almost  without  exception  bank  affiliated  SBIC's, 
which  do  not  plan  to  draw  any  leverage.  The  bank  puts  in  the  min- 
imum to  start  the  SBIC  and  then  adds  to  it.  At  this  point,  we  have 
bank  SBIC's  with  over  $200  million  in  private  capital,  but  it's  basi- 
cally a  convenience  for  them.  In  terms  of  SBIC's  expecting  to  get 
leverage,  to  my  knowledge,  we  have  not  recently  licensed  anyone 
below  $5  million. 

Chair  Meyers.  You  have  not  recently  licensed  anyone  with  less 
than  $5  million? 

Mr.  Christensen.  Except  for  banks. 

Chair  Meyers.  Except  for  banks.  Do  you  specifically  make  a  re- 
quirement then  that  they  will  not  seek  the  leverage  if  they  are 
granted  a  license  at  lower  than  $5  million? 
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Mr.  Christensen.  Leverage  is  up  to  us  to  grant.  No  SBIC  has 
a  right  to  leverage.  We  make  that  entirely  clear  to  them;  that  they 
have  to  convince  us  it's  in  the  Government's  interest  to  extend  le- 
verage to  them.  When  they  send  in  their  applications  for  leverage, 
we  refuse  them  in  many  cases.  In  the  last  leverage  financing,  I  be- 
lieve that  we  refused  one  for  regulatory  reasons,  and  we  refused  a 
couple  of  others  that  we  just  didn't  feel  that  they  were  credit  wor- 
thy. 

One  of  the  confusions  we  have — and  I  wish  I  could  do  a  better 
job  of  informing  you  of  it — is  this  whole  loss  picture.  The  fact  is 
over  the  history  of  the  program,  we've  put  out — and  this  is  through 
the  end  of  1994.  I  don't  have  the  current  numbers,  but  through  the 
end  of  1994,  we  put  out  $3.4  billion,  and  our  actual  losses  were 
$231  million,  or  6.8  percent. 

Chair  MEYERS.  You're  saying  $3.4  billion 

Mr.  Christensen.  That  we  put  out  over  the  history  of  the  pro- 
gram. 

Chair  Meyers.  I  have  something  here  that  says  $3.7  billion. 

Mr.  Christensen.  It's  one  of  the  problems.  Here's  a  number  then 
through  1995;  $3.8  billion  is  this  number,  and  the  actual  losses  are 
$243  million,  or  6V2  percent. 

Chair  MEYERS.  I  have  written  off  $248  million. 

Mr.  Christensen.  We're  very  close  together. 

Chair  MEYERS.  So,  that's  a  quarter  of  a  million  we've  written  off 
already. 

Mr.  Christensen.  That's  correct.  That's  the  actual  losses  at  6^2 
percent. 

Chair  MEYERS.  I  meant  quarter  of  a  billion.  I'm  sorry. 

Mr.  Christensen.  It's  our  expectation  that  of  the  $400  plus  mil- 
lion in  liquidation  at  this  time,  that  we'll  probably  lose  another 
$250  million,  is  what  the  last  number  was.  It's  been  reduced  since 
those  numbers  were  created. 

Chair  Meyers.  So,  we've  written  off  about  $250  million  and  you 
think  there  will  be  about  another  $250  million. 

Mr.  Christensen.  That  is  our  best  estimate  at  the  present  time. 

Chair  Meyers.  So,  half  a  billion  is  gone  and  we're  talking  about 
what  we  can  retain  of  the  rest  of  that. 

Mr.  Christensen.  No,  that's  in  that  $250  million.  In  other 
words,  what  I'm  trying  to  say  is  that  we've  lost  the  $243  million. 
Now,  we  have  at  the  moment  $405  million  in  liquidation.  So,  the 
question  is  how  much  of  that  are  we  going  to  lose,  and  our  best  es- 
timate is  it's  about  50  percent.  I  think  it  will  be  less  than  50  per- 
cent. 

Chair  Meyers.  I  think  I  said  accurately;  you're  saying  $243  mil- 
lion is  already  written  off. 

Mr.  Christensen.  Right. 

Chair  Meyers.  We're  going  to  write  off  another  $250  million. 

Mr.  Christensen.  Yes. 

Chair  Meyers.  That's  half  a  billion  dollars. 

Mr.  Christensen.  Right,  but  the  trouble  we  have,  where  we  get 
confused  and  I  think  the  Committee  sometimes  gets  confused  is 
that  that's  also  the  amount  for  the  amount  in  liquidation. 

Chair  Meyers.  No,  I  understand  that.  You've  written  off  $248 
million  and  you  have  $481  million  in  liquidation,  but  of  that  $481 
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million  in  liquidation,  you  expect  that  there  will  be  $250  million  of 
that  written  off? 

Mr.  Christensen.  That  is  correct.  So,  the  result  then  is  that  the 
loss  experience — big  numbers,  to  be  true. 

Chair  Meyers.  They  are  very  big  numbers. 

Mr.  Christensen.  The  loss  experience  is  13  percent  on  the 
amount  of  leverage  that  we  put  out.  Now 

Chair  MEYERS.  This  is  a  huge  amount  of  loss. 

Mr.  Christensen.  Yes,  well,  it's  unacceptable  as  far  as  I'm  con- 
cerned going  forward,  but  in  terms  of  the  history  of  this  program, 
in  terms  of  the  contribution  that  it  has  made  in  terms  of  the 
amount  of  leverage  that  was  put  in — amount  of  capital  that  went 
in  to  small  business,  I  think  it's  justifiable.  Your  risk  program  at 
a  13  percent  loss  rate 

Chair  MEYERS.  Well,  I  mean,  most  lending  institutions  consider 
a  2  percent  loss  rate  acceptable,  but  I  realize  here  that  we  are  deal- 
ing with  venture  capital.  It's  riskier.  You're  going  to  have  a  higher 
loss  rate,  but  not  six  times  higher. 

Mr.  Jones.  I'm  not  sure  why  we're  not  talking  about  the  gain. 
I  mean,  that  is  not  loss  in  the  sense  that  you  did  earn  revenue  on 
those  investments.  I  don't  know  what  the  percentage  is  on  a 
weighted  average  basis,  but  assume  that  you  had  a  5  percent  re- 
turn on  that  investment  annually  over  the  term,  I  would  suggest, 
again,  if  the  numbers  were  done,  that  you  would  probably  see  a 
gain — a  net  gain  from  the  program  rather  than  a  loss. 

Chair  MEYERS.  Well,  I  grant  what  you're  saying,  Mr.  Jones,  but 
the  taxpayers  do  not  perceive  that  when  they  have  to  pick  up  a  half 
a  billion  dollars  loss,  they  don't  feel  like  it's  a  gain.  Now,  you  and 
I  might  look  at  it  and  say  that's  very  static  and  we've  got  to  be 
more  dynamic  in  our  estimate  in  the  return  to  the  tax-paying  pub- 
lic if  you  consider  all  the  profitable  firms  that  have  been  financed 
by  SBIC's,  that's  all  positive.  Still,  I  want  a  program  where  we 
don't  have  to  write  off  a  half  a  billion  dollars  in  loss,  and  I  am  not 
really  prepared  to  expand  a  program  where  we  are  grandfathering 
the  same  problems  that  we  have  seen  that  generated  that  half  bil- 
lion dollar  loss. 

Mr.  Fox.  If  I  might,  Ms.  Meyers,  very  briefly — the  money  that 
was  lost  clearly  was  lost  and  shouldn't  have  been  lost  and  was  lost 
under  different  circumstances,  but  that  $500  million 

Chair  Meyers.  But  they  are  grandfathering  the  same  set  of  cir- 
cumstances. 

Mr.  Fox.  Well,  that  is  what  I  was  trying  to  appeal  to  you  is  not 
accurate,  but  that  $500  million  of  loss  in  my  estimation  is  less  than 
the  amount  that  was  appropriated,  because,  in  other  words,  what 
I'm  saying  is  each  and  every  year  since  1958,  this  Congress  appro- 
priated money.  Until  that  year  ago,  the  appropriation  rate  was 
around  16,  15,  or  14  percent.  14  percent  of  $3.8  billion 

Chair  MEYERS.  I'm  not  with  you.  I  lost  you,  Mr.  Fox. 

Mr.  Fox.  Each  year  the  Congress  makes  an  appropriation  for  this 
program.  The  cumulative  appropriations  for  this  program  exceed 
$500  million.  I  can't  prove  that,  but  just  based  off  my  quick  arith- 
metic here.  So,  therefore,  it  is  not  accurate  to  say  that  there  was 
some  unanticipated  loss  of  $500  million.  This  loss  was  anticipated 
and  accounted  for  through  the   appropriations   mechanism  since 


20 

1958.  It's  not — that's — the  whole  purpose  of  the  subsidy  rate — this 
last  year  there  was  an  appropriation.  In  some  years  the  appropria- 
tion on  a  cumulative  basis,  the  appropriation  exceeds  the  loss;  on 
a  cumulative  basis,  forgetting  about  the  tax. 

Chair  Meyers.  You're  saying  that  because  we  appropriate 
what — we  appropriate  for  it,  we  expect  to  lose  it? 

Mr.  Fox.  Well,  presumably,  that's  the  purpose  of  the  subsidy.  I 
assume  that  that's — if  that's  the  expectation,  why  else 

Chair  Meyers.  Well,  maybe  some  expect  to  lose  it.  I  do  not  ex- 
pect to  lose  it. 

Mr.  Fox.  I  agree  with  you  absolutely;  that  this  shouldn't  be.  But 
the  other  point  is  that  this  reflects  a  13  percent  loss  rate  between 
1958  and  1995.  That  does  not  account  for  all  the  improvements 
that  took  place  between  1992,  1994,  and  1996;  in  addition  to  which, 
since  then  there  is  an  increase 

Chair  MEYERS.  The  improvements  in  management  in  the  pro- 
gram? 

Mr.  Fox.  Management  in  the  program,  the  changes  in  the  sub- 
sidy rates  through  extra  fees  we're  talking  about,  the  one-point 
extra  fee  on  the  draw-down,  we're  talking  about  the  50  basis  points 
that  we're  talking  about  on  fees,  the  changes  in  management,  the 
changes  in  conflict  of  interest  rules,  the  changes  in  bankruptcy,  the 
changes  in  third-party  leverage,  the  changes  in  inability  to  do 
securitization,  and  the  changes  involving  investors,  the  diversifica- 
tion of  management  ownership — that  sort  of  thing,  if  you  only  have 
a  13  percent  failure  rate  without  those  things,  actually  it's  probably 
surprisingly  low. 

Chair  Meyers.  Well,  it  is  not  surprisingly  low  to  those  who  are 
paying  it. 

Mr.  Christensen.  The  point  to  be  made;  in  the  current  subsidy 
model  that  0MB  runs,  the  estimate  for  the  debenture  SBIC's  is 
equivalent  to  a  15  percent  loss  rate.  In  other  words,  the  0MB 
model  says  that  30  percent  of  the  debentures  issued  by  SBA  for  de- 
benture SBIC's  will  go  into  liquidation  and  they'll  default,  and  that 
50  percent  of  that  money  will  be  lost.  So,  basically,  the  way  0MB 
looks  at  the  program  is  a  15  percent  loss  program. 

Chair  Meyers.  Well,  I  must  say  to  you  that  I  think  there  are 
those  of  us  who  support  this  program.  I  am  one  of  them.  I  support 
the  fact  that  the  SBA  and  Government  should  be  in  the  venture 
capital  field.  A  great  many  of  my  colleagues  say  there  are  sufficient 
private  firms  in  this  capital — in  this  area,  and  that  we  have  no 
need  to  be  financing  this  from  the  Government  level. 

There  are  a  lot  of  people  of  course  who  say  that  we  shouldn't  be 
in  the  business  at  all  of  helping  small  businesses,  the  7(a)  loans 
aren't  necessary.  I  don't  believe  any  of  that.  I  support  the  SBIC 
Program  strongly.  It's  that  I  do  not — I  am  unwilling  to  expand  a 
program  and  to  grandfather  permanently  problems  when  we  can 
see  before  us  that  we  have  a  problem. 

None  of  the  talking  that  you  are  doing  indicates  to  me  that — if 
you  have  guaranteed  $3.8  billion  and  you  have  lost  a  half  a  billion, 
you've  got  a  problem.  I'm  obviously  not  going  to  get  agreement  on 
that  in  this  crowd,  but  I  think  from  the  point  of  view  of  taxpayers 
and  Congresspeople,  I  think  there  is  agreement. 
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Let  me  ask  another  question.  This  has  to  do  with  the  SSBIC  re- 
purchase. This  program  was  instituted  in  the  95th  Congress.  The 
stock  had  no  repayment  term.  Two  years  after  the  law  was  imple- 
mented, the  SSBIC  industry  said  they  were  going  to  repay  them. 
Now  they  are  saying  they  want  to  buy  that  stock  back  at  a  sub- 
stantial discount  and  forgo  payment  of  back  interest  or  dividends. 

In  the  Commerce  Justice  appropriations  bill,  in  the  101st  Con- 
gress, a  provision  was  inserted  to  allow  the  SSBIC's  to  buy  back 
preferred  stock  at  a  discount.  The  SBA  implemented  the  program 
in  1994,  allowing  the  SSBIC's  to  buy  the  stock  back  at  35  percent 
of  the  amount  the  SBA  paid  for  it.  Any  dividends  owed  would  be 
forgiven  or  written  off  over  5  years.  This  legislation  was  never  con- 
sidered by  the  Small  Business  Committee. 

The  Senate  proposes  that  the  buy-back  continue,  but  that  all 
funds  received  by  the  SBA  go  into  debentures  which  could  be  used 
only  by  SBIC's  who  promise  to  use  at  least  50  percent  of  the  money 
for  smaller  enterprise  financing.  Now,  I  guess  the  question  I'm  ask- 
ing is  why.  If  this  preferred  stock  has  no  redemption  term,  then 
why  would  they  ever  bother  to  pay  anything  back? 

Mr.  Jones.  We  bought  back  our  preferred  stock.  I  don't  know 
how  many  companies 

Mr.  Christensen.  Thirty-two. 

Mr.  Jones.  Thirty-two  SSBIC's  have  in  fact  repurchased  their 
preferred  stock — in  most  cases  I  believe  for  cash? 

Mr.  Christensen.  Yes. 

Mr.  Jones.  You  know  the  history  and  the  reasons  for  the  pro- 
gram and  the  rationale  and  the  arguments  on  both  sides,  so  I  won't 
go  through  those,  but  on  both  sides  it  was  felt  there  was  an  advan- 
tage to  the  Government  for  getting  cash  for  this  perpetually  accru- 
ing nonredeemable  preferred  stock  by  turning  that  into  cash  for  the 
Government.  That  was  considered,  I  presume,  the  advantage  for 
the  Government.  For  the  licensee,  it  allowed  them  to  get  this  pre- 
ferred stock  off  their  balance  sheets  and  recapitalize  themselves  in 
a  more  positive  way  so  that  they  could  continue  the  program  on  a 
sounder  basis.  That's  why  we  could  afford  it. 

Chair  Meyers.  I  would  like  to  declare  another  5-minute  recess 
so  that  I  can  go  to  the  floor  and  vote.  I'll  be  back  in  just  a  minute, 
and  we'll  pursue  this  because  I  have  a  few  more  questions  for  you, 
Mr.  Jones.  Then  I  think  after  that,  I  will  hold  the  record  open  be- 
cause I  know  some  other  Committee  members  would  have  wanted 
to  be  here  this  morning.  I  know  Mr.  Torkildsen  has  already  given 
me  questions  that  he  would  like  to  have  you  answer,  and  written 
questions,  and  we  can  adjourn  when  I  come  back.  I  do  have  a  few 
more  questions. 

[Recess.] 

Chair  Meyers.  I  think,  if  you  don't  mind,  I  would  like  to  ask  Mr. 
Jones  some  further  questions,  kind  of  along  the  lines  we  were  talk- 
ing about,  and  we  can  maybe  talk  a  little  bit  about  fees.  Then  I'm 
going  to  let  you  all  go  because  I  know  there  will  be  a  lot  of  ques- 
tions from  other  Members,  or  maybe  there  won't  be.  Maybe  they 
are  all  feeling  as  sanguine  about  this  program  as  you  are. 

But  I  think,  Mr.  Jones,  one  of  the  reasons  that  I  have  had  some 
concern  about  this  buy-back  program  is  that  I  never  had  an3rthing 
to  say  about  it.  I  mean,  it  slipped  into  an  appropriations  bill  2  or 
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3  years  ago  and  it  never  was  before  this  Committee,  and  I  have 
questioned  the  why  of  it.  I  would  Hke  to  ask  some  specific  questions 
and  see  if  you  or  maybe  Ms.  Forbes — I  don't  know  if  that  was  a 
suggestion  of  the  SBA  or  who  suggested  that  idea.  Well,  this  was 
the  one  that  would  have  allowed  the  buy-back  at  a  substantial  dis- 
count, and  it  was  put  into  an  appropriations  bill,  and  I  don't 
know 

Ms.  Forbes.  In  which  year?  I'm  sorry.  I  can't  remember  which 
year. 

Chair  Meyers.  In  November  of  1989. 

Ms.  Forbes.  We  can  look  in  our  records  and  see  if  it  was  a  rec- 
ommendation of  the  SBA.  I  don't  recall.  According  to  Don,  it  was 
not. 

Chair  Meyers.  I  beg  your  pardon? 

Mr.  Christensen.  It's  my  belief  that  it  was  not  a  recommenda- 
tion from  the  SBA. 

Chair  Meyers.  It  was  not  a  recommendation? 

Mr.  Christensen.  It  came  from  the  industry,  from  the  SSBIC  in- 
dustry. 

Chair  MEYERS.  See,  I  think  that  does  sometimes  happen,  and 
maybe  that's  what  leads  to  my  distress  and  heartburn;  that  things 
happen  as  a  result  of  requests  by  the  industry  and  we  don't  have 
a  good  reason  for  them  and  they  turn  out  not  to  be  particularly 
beneficial  to  us.  Let  me  ask  some  questions.  Why  do  you  believe  we 
should  continue  to  allow  SSBIC's  to  repurchase  their  stock  at  a 
substantial  discount? 

Mr.  Jones.  Let  me  first  just  make  one  point,  and  that  is  that 
you're  distressed  in  not  having  the  legislation  come  before  this 
Committee.  I  believe  the  chairman  of  this  Committee  at  the  time, 
Neal  Smith 

Chair  MEYERS.  He  was  on  the  appropriations  Committee.  He  has 
been  in  the  past  chairman  of  this  Committee,  but  in  1989,  he  was 
chairman  of  the  Appropriations  Subcommittee,  and  you  probably 
went  to  Neal  and  talked  to  him  about  it. 

Mr.  Jones.  Senator  Bumpers  on  the  Senate  side  chaired  both  the 
Small  Business  Committee  and  the  Appropriations  Committee,  so 
I  guess  I'm  just  saying  there  was  some  overlap,  and  I  presume  they 
took  it  where  they  thought  it  was  the  proper  place  to  push  it 
through. 

Chair  MEYERS.  That's  it.  That's  a  good  one;  push  it  through. 

Mr.  Jones.  That's  probably  what  happens  in  Congress. 

Chair  Meyers.  It  does,  and  it  happens,  and  we  get  results  like 
this. 

Mr.  Jones.  Well,  the  result  was  that  capital  has  been  raised  from 
a  security  that  would  not  have  otherwise  come  back — that  capital 
would  not  have  otherwise  in  all  likelihood  come  back  on  a  timely 
basis  to  the  U.S.  Government.  That  was  the  purpose  for  doing  it 
and  the  purpose  for  its  enactment. 

You  talked  earlier  about  your  concern  about  liquidations  taking 
so  long  and  why  doesn't  that  move  ahead  and  some  recovery  occur 
so  that  we  can  move  on.  In  a  sense,  I  guess  one  could  look  at  it 
in  that  sense.  It  was  a  security  that  was  put  in  place  for  reasons, 
when,    19 — I  guess  when — when  the   preferred  securities  were  I 


23 

think  authorized  with  the  legislation  for  the  3012(d)  Program  in 
1972. 

That  was  a  recognition,  Madam  Chairman,  that  there  needed  to 
be  patient  capital,  that  there  needed  to  be  a  match  of  assets  and 
liabilities  with  the  licensees,  i.e.,  if  we  were  going  to  do  equity-type 
financing,  to  be  expected  to  be  patient  capital,  we  needed  to  have 
sources  of  patient  capital.  That  was  done  in  1982. 

Now,  at  some  point  it  was  recognized,  it  appears,  that — and  I 
know  this  is  the  case,  since  I  was  there — that  it  would  be  better 
for  all  concerned  to  liquidate  this,  as  you  talked  about,  and  receive 
something  for  it.  The  question  was  what  is  a  fair  price  at  the  time. 
In  fact,  I  believe  there  were  procedures  extensively  gone  through 
over  a  period  of  a  year  or  two  to  value  the  security  fairly  to  both 
sides. 

That  resulted  in  the  pricing  of  approximately  35  percent  of  the 
face  amount  of  the  preferred  securities  being  a  fair  price.  Both 
sides  at  that  point — then  the  licensees  at  that  point  had  the  oppor- 
tunity to  either  pay  it  off  or  not.  Again,  it  was  a  liquidation  of  a 
security  in  the  interest  of  the  Government  and  of  the  licensees,  and 
that's  why  it  was  done. 

I  will  also  mention  that  the  preferred  security — the  reason  that 
preferred  security  was  created  seems  to  me  to  be  largely  the  reason 
that  the  participating  securities  were  later  created  for  the  SBIC  in- 
dustry, and  that  is,  the  need  for  patient  capital,  not  loans  or  deben- 
tures, a  loan  to  be  provided  to  this  industry.  So,  that  in  essence  is 
my  answer;  it  was  an  arm's-length  transaction  to  liquidate  a  secu- 
rity in  the  best  interest  of  the  taxpayers. 

Chair  Meyers.  What  about  the  back  dividends  on  this  stock? 
Shouldn't  that  be  repaid? 

Mr.  Jones.  Again,  the  stock  was  priced  in  terms  of  its  value,  and 
the  dividends  were  taken  into  consideration.  You  can  consider  the 
repayment  price  dividends  first  and  then  a  smaller  amount  of  the 
principal.  It's  six  on  one  hand,  a  half  a  dozen  on  the  other.  The 
point  is  that  was  the  price  that  was  determined  to  be  the  fair  mar- 
ket value  of  the  security,  and  it  was  then  repurchased  by  those  who 
felt  that  that  fair  market  value  was  in  their  interest  to  pay. 

Chair  Meyers.  Two  years  after  the  3  percent  stock  program  was 
implemented,  your  predecessor  representing  the  SSBIC  industry 
said  that  SSBIC's  intended  to  repay  those  debts  and  that  the  pro- 
gram wasn't  a  grant  or  a  giveaway. 

Mr.  Jones.  I'm  sorry.  I  didn't  hear  you. 

Chair  MEYERS.  Two  years  after  the  3  percent  stock  program  was 
implemented,  your  predecessor  representing  the  SSBIC  industry 
said  that  SSBIC's  intended  to  repay  these  debts  and  that  the  pro- 
gram, "wasn't  a  grant  or  a  giveaway."  Now,  isn't  this  a  change  of 
position  then? 

Mr.  Jones.  By  whom? 

Chair  Meyers.  Well,  in  other  words,  I  think  your  predecessor 
was  saying  that  the  SSBIC's  should  repay  those  debts,  and  you  are 
saying  that  it  should  go  on.  Are  you  understanding  the  question? 

Mr.  Jones.  Yes,  and  I  don't  believe  that's  what  I'm  saying.  I  be- 
lieve all  of  us  believe  that  any  leverage  that's  taken  from  the  Gov- 
ernment is  an  obligation  that  should  be  repaid  in  full. 
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Chair  Meyers.  The  provision  that  we're  talking  about  says  that 
there  would  be  a  two-thirds  writeoff.  Are  you  still  carrying  the  full 
value  of  the  stock  in  the  books,  Ms.  Forbes?  Or  have  you  already 
written  off  that  65  percent? 

Mr.  Christensen.  Yes,  it's  included  on  leverage  outstanding.  I 
mean,  that's  historically  the  way  it's  been  done. 

Chair  Meyers.  Do  you  really  think  that  that  is  going  to  be  re- 
turned or  that  that  one-third  of  the  stock  or  35  percent  is  going  to 
be  a  writeoff  also? 

Mr.  Christensen.  We  really  don't  know  what's  going  to  happen 
to  that.  The  securities  have  no  maturity,  no  requirement  for  divi- 
dends, and  the  industry — the  buy-back  gave  them  a  chance  to 
sell — to  repurchase  the  stock  from  us.  The  majority  of  them  are  try- 
ing to  do  it  because  it's  to  their  economic  advantage  because  they 
see  the  ultimate  requirement  of  having  that  overhanging  obligation 
to  the  Government. 

In  our  books,  we  don't  maintain  a  fair  valuation.  We  have  a  list 
of  the  leverage  that  we  have  issued  which  would  include  this,  but 
we  don't  value  the  outstanding  leverage.  Presently,  there's  an  addi- 
tional $138  million — I'm  sorry.  There's  an  additional  $55  million  of 
3  percent  preferred  stock  outstanding.  Under  the  current  arrange- 
ment, the  holders  of  that  preferred  stock  could  come  in  and  request 
that  they  buy  it  back  from  SBA. 

Our  requirement  then  is  that  they  demonstrate  to  us  that  the 
funds  for  the  buy-back  come  from  outside  the  program,  from  either 
capitalizing  retained  earnings,  which  they  could  otherwise  distrib- 
ute, or  from  issuing  new  securities  to  bring  more  capital  in.  So,  the 
Agency  structured  the  repurchase  such  that  it  didn't  result  in  tak- 
ing money  out  of  the  SSBIC  industry. 

Mr.  Jones.  Madam  Chairman,  may  I  respectfully  add,  it  seems 
there's  an  equation  here  with  loss  on  the  security  with  the  valu- 
ation made  by  a  third-party  independent  of  the  securities.  In  other 
words,  because  it  was  determined  that  a  third  party  might  only  pay 
35  cents  on  a  dollar  for  their  security,  primarily  not  because  it  is 
in  jeopardy  or  its  value  may  only  be  35  cents  on  the  dollar,  because 
its  terms  being  what  they  were;  perpetual,  nonredeemable  et 
cetera,  decreased  its  market  value,  it  doesn't  mean  that  the  securi- 
ties automatically — that  the  Government  held  of  these  preferred 
stock  are  not  worth  35  cents. 

In  fact,  in  most  cases,  that  security  is  I  believe  expected  to  be 
fully  recovered  from  those  who  don't  repurchase  that  security. 
Many  of  the  funds  that  are  the  strongest  SSBIC's  have  chosen  not 
to  repurchase  their  securities,  and  I  believe — I  can  think  of  a  cou- 
ple, for  example,  the  SBA  feels  quite  confident  that  there  is  a  full 
recovery  of  that  and  the  debenture  leverage  et  cetera  in  those  in- 
stances. So,  the  valuation  on  a  market  basis  of  an  outside  buyer 
doesn't  mean  it's  only  worth  35  cents  recovery  to  the  Government. 
It  isn't  lost. 

Mr.  Christensen.  May  I  just  correct  a  statement  referring  to  the 
SBA?  The  SBA  does  not  have  a  judgment  as  to  what's  going  to  hap- 
pen in  the  repayment  of  that  whatsoever.  We  don't  have  the  ability 
to  collect  it.  It's  strictly  at  the  option  of  the  licensee  as  to  whether 
or  not  he  wants  to  pay  dividends,  pay  us  dividends  or  repurchase 
it  either  under  the  present  basis  or  on  the  basis  of  its  full  cost. 
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Mr.  Jones.  It's  a  structural  issue  as  opposed  to  a  valuation  issue 
on  a  security  that  just  gives  rise  to  its  pricing. 

Chair  Meyers.  The  SBA  purchased  stock.  Your  predecessor  said 
you  intended  to  buy  it  back  fully.  You  are  saying  that  it  is  not  nec- 
essarily so;  that  some  will,  some  won't. 

Mr.  Jones.  No,  I  didn't  say  that.  I  said  I  believe  all  who  took  the 
security  that  I  know  of,  and  certainly  when  we  took  it,  intended  to 
pay  it  and  were  prepared  to  pay  it  back  fully.  The  issue  is  that 
these  terms  of  the  security  did  not  require  its  repayment  ever. 

Chair  Meyers.  I  understand  that. 

Mr.  Jones.  An  offer  was  made  on  an  arm's-length  basis,  just  as 
is  often  done  in  the  financial  markets;  that  if  you  buy  it  now,  we'll 
give  you  this  discount.  That  happens  every  day  with  banks  and  se- 
curities. A  loan — in  the  mortgage  market,  a  loan  is  given  and  then 
another  entity  buys  it  at  a  discount  from  that  entity.  It's  in  order 
to  get  the  cash  at  that  point. 

Chair  MEYERS.  I'd  like  to  ask  a  final  question  about  the  fee  struc- 
ture. The  Senate  of  course  has  proposed  a  V2  percent  fee.  SBA  has 
proposed  a  full  1  percent  fee,  and  I'd  like  each  of  you  to  comment 
on  what  you  think  that  means  to  what  will  the  impact  be  on  the 
industry  of  each  of  those  and,  B,  the  concern  that  I  had  expressed 
before  about  if  we  have  a  full  1  percent  fee  and  the  subsidy  rate 
gets  driven  down  and  then  we  get  an  unpleasant  surprise  from 
0MB,  as  we  did  with  the  7(a)  Program.  So,  would  you  comment  on 
that? 

Ms.  Forbes.  As  I  said  in  my  oral  remarks,  our  belief  is  that  it 
will  have  a  negligible  effect  on  the  profitability  of  SBIC's,  the  full 
1  percent.  It  is  consistent  with  the  recommendations  of  the  SBIC 
Reinvention  Council,  on  which  members  of  the  trade  associations 
were  represented.  In  fact,  their  recommendation  was  as  high  as 
200  basis  points.  So,  ours  is  half  that. 

Chair  Meyers.  Whose  recommendations? 

Ms.  Forbes.  The  SBIC  Reinvention  Council,  which  studied  it  for 
some  time,  I  think  almost  a  year,  and  came  out  with  a  report.  We'll 
be  happy  to  provide  you  with  another  copy  of  that,  if  that  will  be 
helpful.  Don,  do  you  want  to  talk  about  the  specifics  of  the 

Mr.  Christensen.  Well,  let  me  just  comment.  We  think  the  most 
important  thing  is  to  increase  the  program  levels  to  meet  the  needs 
that  are  out  there.  For  this  reason,  the  administration  has  pro- 
posed  

Chair  Meyers.  With  safety  and  soundness. 

Mr.  Christensen.  Exactly,  absolutely  no  question.  I  would  never 
disagree  with  you  on  that.  But  as  a  result,  at  the  same  token,  we 
want  to  minimize  the  cost  to  the  taxpayer  for  the  program.  The 
way  we  can  do  that  is  by  passing  some  of  the  costs  on  to  the  people 
who  are  benefiting  from  it,  that  is,  the  SBIC's.  The  1  percent  is  a 
judgment  factor.  At  1  percent,  we're  able  to  increase  the  program 
level  with  a  $21.7  million  appropriation. 

If  we  did  just  the  Vi  percent,  as  Patty  has  testified,  then  the  pro- 
gram level  would  not  grow  based  on  our  $21.7  million  appropria- 
tion request.  Alternatively,  it  would  require  about  $36  million  of 
appropriation  to  reach  our  program  level.  So,  that's  really  the  issue 
from  our  point  of  view;  how  do  you  achieve  that  program  level? 
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Now,  you  made  a  reference  to  the  experience  with  the  7(a)  and 
their  increasing  fees.  Really,  subsidy  rates  have  two  elements  to 
them.  One  is  loss  expectation,  which  we  discussed  in  considerable 
detail  today.  We're  estimating  future  losses  at  15  percent.  Now,  you 
properly  say  that  that's  way  too  high.  I  would  agree  that's  way  too 
high  for  the  future,  but  that's  the  cushion  we  have  for  not  giving 
the  shocks  that  the  7(a)  and  504  Programs  have.  The  funding  of 
the  program  is  based  on  a  15  percent  loss  rate  for  debentures.  The 
other  way  of  dealing  with  the  subsidy  rate 

Chair  Meyers.  I  guess  really,  Don,  my  concern  is  that  if  we  ex- 
pand a  program  that  we  don't  seem  really  to  have  gotten  a  handle 
on  yet,  that  it  seems  to  me  like  losses  are  higher  than  they  should 
be,  that  liquidations  are  very  slow.  That  is  my  problem.  I'm  just 
not  sure  that  I  really  want  to  expand  the  program.  I  want  to  con- 
tinue it,  I  want  to  make  sure  that  it's  very  safe  and  sound,  but  are 
we  sure  that  we  want  to  expand  a  program  that's  in  trouble. 

Mr.  Christensen.  I  don't  think  this  program  is  in  trouble  in 
terms  of  its  current  operations.  We're  still  living  with  the  history, 
and  that  history  in  my  mind  is  not  going  to  be  repeated.  The  pro- 
gram as  it  presently  exists  is  a  sound  program.  It's  not  in  trouble. 
It's  my  belief  that  if  we  don't  expand  the  program  as  the  adminis- 
tration has  proposed,  it's  going  to  die. 

Chair  Meyers.  Why  would  it  die? 

Mr.  Christensen.  Because  there  won't  be  enough  funding  for  the 
SBIC's,  the  quality  SBIC's,  and  they're  going  to  leave.  The/re 
going  to  say,  "I  have  the  ability  to  raise  money  outside,  I  would 
prefer  to  be  in  the  SBIC  Program  because  I  can  invest  more,  help 
more  small  businesses,  but  if  there's  no  funding  there  for  me,  then 
why  should  I  go  through  it?"  The  program  definitely  needs  $225 
million  of  debenture  funding  next  year.  If  we  don't 

Chair  Meyers.  I  guess  I  would  ask  this  question  then:  If  an 
SBIC  can  function  independently,  why  wouldn't  they? 

Mr.  Christensen.  They  can't  function  with  the  same  level  of  ac- 
tivity. They  can't  provide  the  same  service  and  financing  to  small 
business.  What  we're  talking  about  is  SBIC's  that  can  raise  $5  to 
$10  million.  It's  virtually  impossible  to  run  a  venture  capital  in- 
vestment company  at  $5  million.  You  need  the  additional  funds 
that  are  provided  by  SBA  and  the  leverage.  Then  you're  running 
a  $15  million  investment  company,  and  you  can  make  some  reason- 
able investments  and  reduce  your  risks  and  become  an  effective 
member  of  the  venture  capital  community. 

Chair  MEYERS.  I  think  you  just  gave  a  good  argument  for  raising 
requirements  to  $5  million.  I'm  not  sure. 

Mr.  Christensen.  We  don't  disagree  with  the  $5  million  for  fu- 
ture licensees.  There's  absolutely  no  disagreement  on  that  issue. 

Chair  Meyers.  Except  you're  grandfathering  a  great  many  and 
making  so  many  exceptions,  that  probably  not  many  will  have  $5 
million. 

Mr.  Christensen.  In  the  new  licensees,  the  only  exception  is  you 
can  have  as  low  as  $3  million,  but  you  can't  get  any  leverage  until 
you're  at  5,  and  that's  statutory  if  it's  in  the  bill,  and  we  have  no 
choice  in  that.  There's  no  way  we  can  make  exceptions.  The  excep- 
tion area  is  the  grandfathering.  We're  just  terribly  frightened  that 
if  we  don't  provide  them  with  a  grandfather  provision,  that  we're 
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going  to  have  monumental  losses  in  the  program  which  are  unnec- 
essary if  we  let  it  work  itself  out  not  over  3  years,  but  over  10 
years.  I  think  the  character  of  these  investments  take  a  long  time 
to  liquidate. 

Once  they  know  that  it's  going  to  be  essentially  impossible  to  get 
leverage  if  they  don't  meet  these  tests,  they  really  have  two 
choices.  Number  one  is  to  find  some  way  of  increasing  their  capital, 
and  the  other  to  do  some  sort  of  orderly  winding  down  the  business 
so  that  they  can  recover  on  their  investments.  If  it's  not  an  orderly 
winding  down,  if  we  go  in  there  and  force  them  into  liquidation, 
they  lose  everything,  and  we  will  probably  lose  much,  much  more 
than  we  would  if  we  let  them  walk  away. 

Chair  Meyers.  You  don't  grant  them  any  additional  leverage 
once  they  have  indicated  that  they  are — that  they  have  a  problem, 
that  they  are — have  you  ever  granted  additional  leverage  to  anyone 
who  was  on  the  watch  list? 

Mr.  Christensen.  No,  we  have  not  granted — no.  We  grant  lever- 
age to  companies  that  we  think  will  repay  the  funds  that  are  ad- 
vanced. This  involves  an  evaluation  of  their  management,  of  their 
financial  statement,  of  their  regulatory  compliance.  But  we  cer- 
tainly have  learned  that  the  problems  come  back. 

The  two  principal  areas  that  we  have  great  concern  in  this  pro- 
gram; one  is  in  licensing,  and  the  other  is  in  granting  leverage.  If 
we  do  both  of  those  right,  this  will  continue  to  be  a  very  successful 
program  in  helping  small  business  and  providing  capital  that  small 
business  can't  otherwise  get. 

Chair  Meyers.  Mr.  Fox? 

Mr.  Fox.  Thank  you.  I  believe  also  the  cushion  that  is  in  place 
in  the  subsidy  rates  is  enormous,  and  the  present  subsidy  rate 
doesn't  in  any  way  reflect  the  loss  rates  that  will  be  expected  in 
the  future.  Through  my  position  in  the  industry,  I'm  familiar  with 
a  number  of  the  more  recently  licensed  SBIC's,  some  of  which  have 
quite  a  lot  of  leverage.  I  would  be  quite  staggered  if  any  of  them 
ever  didn't  meet  all  of  their  obligations  absolutely  in  full.  Since 
they  would  represent  so  much  of  the  bulk  of  the  money,  I  think 
that's  a  good  trend  for  the  future. 

We're  not  expanding  a  program  in  trouble  here.  If  there  were  not 
to  be  good  licensing  standards,  and  if  the  allocation  of  additional 
leverage  was  not  to  go  through  the  SBA's  recently  introduced  and 
rigorous  credit  standards,  we  could  be  having  a  program  in  trouble, 
but  that  is  not  the  case.  That  really  is  not  the  case. 

As  regards  fees,  that's  a  judgment  call.  There's  no  question.  The 
hundred  basis  point  addition  on  initial  draw-downs  is  something 
we've  discussed.  The  difference  between  the  parties  here  is  the  50 
basis  points  increase  in  future  leverage.  We  believe  with  50  basis 
points  instead  of  a  100  point  basis,  Vi  percent  more  instead  of  a 
whole  percent  more,  that  we  can  basically  do  more  with  less.  That 
too  is  a  judgment  call.  But  we  are  doing  more  with  less  because  the 
appropriation  that  will  be  necessary  for  that  provides  an  expanded 
program  and  at  the  same  time,  a  lower  appropriation. 

But  that  difference  in  money  has  to  be  paid  for  somewhere,  the 
difference  between  50  basis  points  and  100  basis  points,  where  it 
can  be  produced  is  paid  for  somewhere.  There's  only  two  places  the 
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money  can  come  from.  One  is  the  small  businesses,  and  the  other 
one  is  the  SBIC. 

Chair  Meyers.  Well,  I  think  we  all  realize  it's  ultimately  paid  by 
the  customer. 

Mr.  Fox.  There's  a  judgment  call  as  to  whether  that's  a  desirable 
thing  to  do.  We  believe  the  subsidy  rate  therefore  is  already  too 
high  as  well. 

There's  also  a  trust  relationship  here.  What's  happened  over  the 
last  few  years,  this  relationship  has  been  developed  between  the  in- 
dustry, the  Agency  and  the  Congress.  There's  a  partnership  taking 
place  here.  The  idea  and  one  of  the  things  that  partnerships  de- 
pend upon  is  limited  change,  certainly  unanticipated  change,  mu- 
tual trust,  dependability.  Large  changes  in  cost  structures  tend  to 
erode  that  trust,  so  that  the  extent  that  this  is  necessary,  it  should 
be  introduced  over  several  years.  Thank  you. 

Chair  Meyers.  Before  we  leave  you,  I'd  like  to  say  also,  I'm  hav- 
ing some  trouble  with  your  arithmetic.  This  program  is  what,  about 
40  years  old? 

Mr.  Christensen.  Thirty-eight. 

Chair  Meyers.  This  year  we  appropriated  $40  million.  Now,  we 
haven't  always  appropriated  that  much,  probably  started  out  less, 
but  saying  we  averaged  $20  million,  OK?  That's  about  $800  million 
over  the  life  of  the  program.  Now,  we'll  have  to  go  back  and  check 
that,  but  I  just  wanted  to  make  sure  that  you  were  not  thinking 
that  we  had — that  we  had  appropriated  less  than  that  $500  million 
loss.  I  don't  think  we  have.  I  think  we  have  appropriated  substan- 
tially more. 

Mr.  Fox.  That  was  what  I  believe  as  well,  and  my  arithmetic  is 
congruent. 

Mr.  Jones.  Madam  Chair,  with  regard  to  the  fees,  our  position 
is  that  anything  that  moves  this  program  toward  independence, 
self-sufficiency  and  ultimately  privatization  is  in  fact  a  cost  we're 
willing  to  pay.  Therefore,  I  believe  we  have  no  real  problem  with 
the  fee,  understanding  that  its  purpose  is  to  move  us  in  that  direc- 
tion. 

With  regard  again  to  safety  and  soundness,  I  would,  I  guess,  like 
to  have  one  more  opportunity  to  repeat  what  I've  been  repeating, 
and  that  is  to  respectfully  request  that  actual  data  be  used  in  mak- 
ing these  judgments  with  regard  to  size  and  soundness  as  opposed 
to  some  conjecture  and  sort  of  anecdotal  information  that  really 
doesn't  take  into  account  the  facts. 

Chair  Meyers.  Well,  I  have  quite  a  lot  of  facts  and  figures  in 
front  of  me.  Getting  it  organized  and  getting  it  stated  properly 
when  I'm  the  only  one  that's  arguing  with  four  people  probably 
with  a  great  deal  more  experience  in  this  field  than  I  have  is  an- 
other thing.  But  right  is  right.  Protecting  the  taxpayers'  money  is 
an  extremely  important  part  of  this. 

So,  I'll  probably  continue  to  worry  about  this  and  insist  that  we 
have  higher  capital  requirements  and  every  possible  protection  that 
we  can  get  and  that  we  are  not  careless  about  grandfathering,  and 
that  we  don't  set  unrealistic  expectations  of  ourselves.  So,  I  didn't 
mean  to  interrupt. 

Mr.  Jones.  Well,  I'm  finished.  Again,  as  a  point,  we've  talked 
today  about  the  number  of  licensees  that  are  under  $3  million,  and 
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in  fact,  of  the  total  pool  of  licensees,  I  believe  60  percent  of  them 
are  under  $3  million;  nonbank  licensees  who  have  leverage,  60  per- 
cent of  those  are  under  $3  million. 

Now,  the  watch  list  that  you  referred  to  earlier  shows  that  of  the 
companies  on  that  watch  list,  42  percent  are  those  with  capital 
under  $3  million.  Again,  the  relationship  goes  against  the  assump- 
tion that  larger  is  more  safe.  In  fact,  on  the  watch  list,  the  prepon- 
derance of  the  companies  are  in  fact  the  larger  ones. 

Again,  I  have  the  same  concern  about  the  taxpayers'  money  and 
therefore,  that's  why  I  continue  to  come  back  to  this  point.  It  seems 
to  me  that  expanding  the  program  in  a  way  that  consolidates  the 
capital  into  fewer  and  fewer  companies,  which  is  what  is  happen- 
ing, right  now  I  believe  up  to  $90  million  of  leverage  can  be  taken 
by  one  licensee. 

The  licensees — the  new  licensees  that  have  been  granted  are  in 
the  area  of  $15  to  $20  million  in  private  capital,  which,  when  lever- 
aged again  will  be  $40  to  $60  to  $90  million  of  leverage  in  one  com- 
pany. Madam  Chairman,  when  one  of  those  companies  hits  the 
wall,  and  one  of  them  perhaps  will,  that's  when  this  program  is 
really  in  danger. 

Chair  Meyers.  Well,  it's  either  when  one  very  big  company  or  50 
very  small  companies  hit  the  wall.  I  mean,  you've  got  to  look  at 
both  of  them. 

Mr.  Jones.  I  totally  agree,  and  I'm  saying  the  data  suggests  that 
the  small  companies  that  hit  the  wall  lose  less  money  than  the 
larger  companies.  I'm  just  asking  you  to  look  at  that. 

Chair  MEYERS.  There  are  a  great  many  more  of  them. 

Mr.  Jones.  There  are  a  great  many  more  of  them.  Absolutely 
true. 

Chair  Meyers.  Well,  I  appreciate  your  sitting  here  with  me  for 
2^2  hours  while  I  ran  around  to  vote  in  various  places  and  staying 
with  me  when  we  did  not  have  other  Committee  people  who  were 
here,  because  I  know  you  get  tired  of  listening  to  one  voice,  and  I 
think  there  would  have  been  a  greater  variety  of  questions  asked. 

I  have  several  concerns,  as  I've  stated  in  the  past.  I  don't  want 
anything  to  happen  that's  going  to  be  deceptive  to  us  in  the  subsidy 
rate.  I  don't  want  to  do  anything  that  will  really  hurt  the  industry, 
but  I  am  reluctant  to  expand  it  until  we  make  sure  that  we  have 
a  handle  on  resolving  the  problem  that  we've  got  right  now. 

I  am  very  uncomfortable  with  grandfathering.  I  think  we  will 
continue  to  talk  about  those  as  time  goes  on.  But  those  are  my 
problems  right  at  this  time,  and  I  don't  want  to  do  anything  that 
would  just  kick  people  out  of  the  program,  as  Ms.  Forbes  has  indi- 
cated. I  think  there  is  a  way,  however,  that  we  can  deal  with  the 
phase-in,  that  we  can  do  something  else  besides  just 
grandfathering  forever.  So,  thank  you  all  very  much  for  being  here 
today,  and  I'm  sure  we'll  be  talking  together  a  lot  in  the  future.  I 
appreciate  it.  The  meeting  is  adjourned. 

[Whereupon,  at  12:27  p.m.,  the  Committee  was  adjourned,  sub- 
ject to  the  call  of  the  chair.] 
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APPENDIX 


STATEMENT  OF  FLOYD  H.  FLAKE  BEFORE  THE  HOUSE  COMMITTEE  ON  SMALL 

BUSINESS 
JUNE  6,  1996 


I  WOULD  LIKE  TO  TAKE  THIS  OPPORTUNITY  TO  THANK 
THE  CHAIRWOMAN  FOR  THE  OPPORTUNITY  TODAY  TO 
DISCUSS  THE  SMALL  BUSINESS  INVESTMENT  COMPANY 
PROCiRAM.  ALTHOUGH  SINCE  THE  PROGRAM'S  CREATION  IN 
1958  WE  HAVE  SEEN  A  GROWTH  IN  PRIVATE  VENTURE 
CAPITAL  FIRMS,  MANY  OF  THESE  FIRMS  ARE  TOO  LARGE  TO 
SERVE  SMALL  AND  GROWING  BUSINESSES'  LOAN  NEEDS. 

THEREFORE,  TODAY  THE  SBIC  PROGRAM  IS  ONE  OF  THE 
SBA'S  MOST  IMPORTANT  VEHICLES  FOR  PROVIDING  CAPITAL 
TO  SMALL  BUSINESS  CONCERNS  WHEN  PRIVATE  SOURCES 
ALONE  DO  NOT.  IN  NEW  YORK  CITY  ALONE,  SBIC  FIRMS 
HAVE  PROVIDED  OVER  $640  MILLION  OF  FINANCING  TO 
SMALL  BUSINESSES  SINCE  OCTOBER  1994. 

IN  THE  TIME  SINCE  THE  ENACTMENT  OF  THE  SMALL 
BUSINESS  EQUITY  ENHANCEMENT  ACT  OF  1992,  WE  HAVE 
SEEN  A  MARKED  IMPROVEMENT  IN  THE  PROGRAM'S 
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EFFICIENCY.  OUR  EFFORTS  TODAY  MUST  CENTER  ON 
KEEPING  THE  PROGRAM  VIABLE.  WE  MUST  WORK  TO 
INCREASE  THE  PROGRAM'S  RELIABILITY  AND  TO 
ENCOURAGE  CONTINUED  PARTICIPATION,  WHILE  LOWERING 
COST  AND  RISK  TO  THE  FEDERAL  GOVERNMENT  BY 
ELIMINATING  ABUSE  AND  LOSS.  AT  THE  SAME  TIME,  IT  IS  MY 
HOPE  WE  WILL  CONTINUE  TO  REMEMBER  THE  ORIGINAL 
PURPOSE  OF  THE  PROGRAM  AND  WORK  TO  ENSURE  THAT 
SMALL  BUSINESSES-INCLUDING  "SMALLER  ENTERPRISES"-- 
WILL  CONTINUE  TO  FIND  A  SOURCE  OF  THE  SMALL  LOANS 
THEIR  BUSINESSES  REQUIRE. 

I  WOULD  FINALLY  LIKE  TO  THANK  THE  WITNESSES  FOR 
SHARING  THEIR  INSIGHT  INTO  THE  SBIC  PROGRAM.  I  LOOK 
FORWARD  TO  DISCUSSING  WITH  THEM  HOW  WE  MIGHT 
IMPROVE  THE  PROGRAM  AND  ENSURE  ITS  CONTINUED 
VL\BILITY  AND  SUCCESS. 
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Opening  Statement 

of 

Representative  John  J.  LaFalce 

June  6,  1996 

This  morning  the  Committee  is  holding  a  hearing  on  "Proposed 
Reforms  Of  The  Small  Business  Investment  Company  (SBIC)  Program". 
This  subject  is  of  particular  interest  to  me  as  I  am  the  author  of 
recent  legislation  which  was  enacted  on  this  topic,  the  Small 
Business  Equity  Enhancement  Act  of  1992,  Public  Law  102-366. 

I  would  also  note  at  the  outset  that  we  are  proceeding  under 
a  somewhat  unusual  procedure:  holding  hearings  on  legislation  which 
not  only  is  not  pending  before  this  Committee,  but  which  is  not 
even  pending  in  the  House  of  Representatives.  It  is  my 
understanding,  however,  that  the  "Proposed  Reforms"  we  are 
examining  are  twofold. 

The  first  is  the  Administration's  anticipated  request  to 
increase  fees  charged  to  SBICs.  This  would  reduce  the  subsidy  rate 
of  the  program  and  thereby  allow  an  increase  in  the  program  level 
without  additional  Federal  appropriations. 

The  second  is  a  bill  by  Senator  Bond,  Chairman  of  the  Senate 
Small  Business  Committee,  S.  1784  which  was  marked-up  by  the  Senate 
Committee  on  May  22nd;  however,  over  two  weeks  later,  no  report  has 
been  filed.  Thus  we  have  no  rationale  for  the  proposal,  nor  is  a 
representative  of  that  Committee  here  today  to  explain  the 
proposal.  It  too  imposes  additional  fees  in  order  to  expand  the 
program  and  makes  a  number  of  changes,  many  of  which  I  interpret  to 
be  a  codification  of  existing  regulations  implemented  by  the 
Administration. 

I  would  also  note  that  since  enactment  of  the  1992 
legislation,  the  Small  Business  Administration  has  worked 
diligently  to  effectuate  the  improvements  which  were  mandated  in  my 
bill  and  to  implement  the  new  financing  mechanism,  a  participating 
security,  which  was  authorized  by  the  law. 

Industry  support  and  interest  in  the  new  participating 
securities  program  has  been  phenomenal.  New  highly  qualified 
applicants  are  seeking  to  be  and  are  being  licensed  and  funded.  In 
fact,  earlier  this  year  SBA  received  its  first  "profit  sharing" 
payment  under  the  program  and  expects  to  receive  a  second  payment 
from  a  different  SBIC  shortly.   This  is  well  ahead  of  schedule. 

Not  every  SBIC  is  qualified  to  receive  nor  does  it  need 
funding  through  the  participating  securities  program.  It  is  only 
the  larger  companies  which  should  be  in  this  program,  under  which 
the  government  takes  a  greater  risk  but  should  ultimately  receive 
a  share  of  the  SBICs  profits,  when  they  materialize. 

Just  as  the  financial  needs  of  most  small  businesses  are  best 
served  by  providing  them  debt  capital,  or  loans,  rather  than  equity 
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capital,  most  smaller  SBICs  similarly  are  best  served  by  providing 
them  debt  capital.  This  is  done  through  the  debenture  guarantee 
program. 

This  funding  mechanism  is  critical  to  the  survival  of  smaller 
SBICs  which,  in  turn,  are  of  critical  importance  to  small 
businesses  which  need  smaller  amounts  of  venture  capital. 
Unfortunately,  it  is  an  economic  fact  of  life  that  larger  venture 
capital  firms,  including  larger  SBICs,  do  not  provide  small  amounts 
of  capital.   They  are  only  interested  in  the  mega-deal. 

Thus  if  we  want  to  promote  programs  to  provide  small  amounts 
of  venture  capital,  $100,000  or  $500,000  or  even  up  to  $1  million, 
then  we  need  to  encourage  the  continued  viability  of  smaller  SBICs. 

But,  we  must  encourage  the  private  sector  to  provide  the 
requisite  venture  capital  to  small  businesses  in  both  large  and 
small  amounts  without  excessive  risk  to  the  government.  I  believe 
that  we  are  doing  this.  It  is  my  understanding  that  defaults  under 
the  SBIC  program  over  the  last  six  years  are  only  occurring  at  a 
rate  which  is  one -fourth  that  of  the  prior  comparable  period  of 
time . 

With  that  thought  in  mind,  I  look  forward  to  hearing  from  this 
morning's  witnesses. 
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JAN  MEYERS,  Kansas 
Cnaui  JOHN  J.  LaF ALCE,  New  York 
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STATEMENT  OF 

CHAIRWOMAN  JAN  MEYERS 

COMMITTEE  ON  SMALL  BUSINESS 

HEARING  ON 

REFORMS  OF  THE  SBIC  PROGRAM 

JUNE  6,  1996 


Good  morning. 

Today  the  Committee  on  Small  Business  meets  to  discuss  proposed  reforms  of  the  Small 
Business  Administration's  Small  Business  Investment  Company  program    Recently,  our 
colleagues  in  the  Senate  marked  up  a  bill  that  makes  a  number  of  substantive  and  necessary 
changes  to  the  SBIC  program    We  will  be  discussing  this  legislation  along  with  other  proposals  in 
the  course  of  this  hearing. 

In  previous  hearings,  this  Committee  has  heard  disturbing  testimony  regarding  the  status 
of  the  SBIC  program     To  the  SBA's  credit  some  of  these  problems  have  been  remedied,  as 
reflected  by  the  quality  of  new  applicants  atrracted  to  the  program 

Also,  we  were  pleased  to  hear  of  the  return  on  the  SBA's  participating  security  investment 
through  Piper  Jaffray  Healthcare,  with  other  distributions  expected  shortly    This  is  heartening, 
but  we  should  not  get  carried  away    That  represents  a  two  hundred  and  sixty  thousand  dollar 
return  and  repayment  of  principal,  but  there  are  still  three  hundred  million  dollars  of  participating 
securities  outstanding. 

This  program  has  a  long  way  yet  to  go  and  I  hope  to  move  it  to  an  era  of  stability  and 
prosperity    With  that  in  mind,  I  must  applaud  some  of  the  Senate's  efforts    The  most  important 
reform  in  the  Senate's  bill  is  an  increase  in  the  capital  requirements  of  the  program  to  a  minimum 
of  5  million  dollars  of  private  capital    That  change  reflects  the  current  regulatory  atmosphere  at 
the  SBA,  and  I  believe  it  is  a  valuable  move  towards  increasing  the  stability  of  this  program 
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The  Senate  also  increases  the  funding  fees  on  SBICs  drawing  new  leverage    This  will 
improve  the  subsidy  rate  of  the  program,  though  the  Administration  has  requested  a  larger 
increase  to  increase  savings    While  1  am  sympathetic  to  the  SBA's  position  1  want  to  be  sure  that 
we  won't  be  dealing  with  the  serious  problem  facing  the  subsidy  rates  for  the  7(a)  and  504 
programs    The  last  thing  we  want  is  to  be  caught  short  by  an  OMB  reestimation  for  fiscal  year 
1998 

In  addition,  the  bill  puts  into  statute  certain  provisions  on  investing  in  "smaller 
enterprises",  and  capital  impairment  that  are  currently  regulatory  requirements    The  Senate  bill 
also  requires  that  the  SBA  establish  a  framework  for  the  liquidation  of  SBICs,  an  area  1  believe 
merits  further  consideration 

Our  witnesses  are: 

Ms  Patty  Forbes,  the  Acting  Associate  Deputy  Administrator  for  Economic  Development  at  the 
SBA,  accompanied  by  Mr  Don  Christensen,  the  Associate  Administrator  for  Investment, 

Mr.  Keith  Fox,  a  partner  at  Exeter  Venture  Lending  and  the  current  Chairman  of  the  National 
Association  of  Small  Business  Investment  Companies;  and 

Mr  Terry  Jones,  a  partner  at  Syncom  Capital  and  the  current  Chairman  of  the  National 
Association  of  Investment  Companies 

1  welcome  you  all  and  I  look  forward  to  your  testimony 
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HOUSE  COMMITTEE  ON  SMALL  BUSINESS 

FULL  COMMITTEE  ON  PROPOSED  REFORMS  OF  THE  SMALL  BUSINESS 
INVESTMENT  COMPANY  PROGRAM 

Opening  Statement  of  Congressman  Glenn  Poshard 

June  6  1996 

Madame  Chairman,  thank  you  for  convening  the  Committee  this 
morning  to  discuss  the  reforms  of  the  Small  Business  Investment 
Company  Program. 

SBIC's  have  proven  successful,  and  productive  for  our 
country,  and  in  particular,  my  district.   Over  the  past  year  we 
have  seen  tremendous  growth  in  respect  to  African-American  and 
woman-owned  small  business  development.   The  SBA  has  played  an 
integral  role  in  the  concrete  gains  that  such  minority  groups 
have  made. 

Again  Madame  Chairman,  thank  you  for  holding  this  hearing, 
and  I  thank  the  witnesses  for  their  testimony.   I  look  forward  to 
hearing  more  on  this  issue. 
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U.S.  Small  Business  Administration 

Washington,  D.C.     20416 


TESTIMONY  OF 

PATRICIA  R.  FORBES 

ACTING  ASSOCIATE  DEPUTY  ADMINISTRATOR  FOR  ECONOMIC  DEVELOPMENT 

U.  S.  SMALL  BUSINESS  ADMINISTRATION 

BEFORE 

THE  COMMITTEE  ON  SMALL  BUSINESS 

U.S.  HOUSE  OF  REPRESENTATIVES 

JUNE  6,  1996 

Good  morning.  Madam  Chairman  and  Members  of  the  Committee.  I  am  Patricia  R.  Forbes, 
Acting  Associate  Deputy  Administrator  for  Economic  Development,  responsible  for  directing 
all  of  the  Small  Business  Administration's  (SBA's)  financing  and  business  education 
programs.    I  want  to  thank  you  for  inviting  me  to  appear  before  you  this  morning  to  review 
certain  aspects  of  the  Small  Business  Investment  Company  (SBIC)  program  and  to  comment 
on  both  the  Senate  Bill  S.1784  concerning  the  program  (the  Bill)  and  the  Administration's 
legislative  proposals  for  implementing  its  FY  1997  budget  for  the  program.  Accompanying 
me  is  Don  A.  Christensen.  Associate  Administrator  for  Investment,  who  has  had  a  30-year 
career  operating  an  SBIC  and  has  managed  the  SBIC  program  at  SBA  since  last  September. 

PROGRAM  OVERVIEW 

INTRODUCTION 

SBA's  objective  in  economic  development  is  to  create  jobs  and  accelerate  the  growth  of  the 
economy.  An  imponant  way  of  achieving  this  goal  is  by  making  capital  available  where 
private  sources  alone  are  not  providing  it.  To  accomplish  this,  the  SBA  is  a  partner  with  a 
broad  range  of  private  capital  sources  in  meeting  the  financing  needs  of  America's  small 
businesses. 
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To  increase  the  availability  of  equit\-  capital  and  long-tenn  debt  to  small  business  concerns, 
the  SBA  licenses  privately-owned  Small  Business  Investment  Companies  (SBlCs;  to  make 
such  investments  through  the  SBIC  program.  SBA  supplements,  or  "leverages",  the  private 
capital  of  these  independently-owned  and  managed  venture  capital  firms  through  government- 
guaranteed  securities  which  are  sold  publicly.  The  role  of  SBA  in  the  program  is  (a)  to 
determine  which  SBICs  to  license,  (b)  to  oversee  and  regulate  those  licensees,  and  (c)  to 
arrange  for  their  funding. 

SBICs  fil[  an  important  gap  in  the  financing  sources  available  to  small  business.  Although  an 
active,  private  venture  capital  industry  has  evolved  in  recent  years,  most  private  venture 
capital  firms  today  are  so  large  that  they  are  unwilling  to  make  investments  of  less  than 
several  million  dollars  each.  This  often  exceeds  a  small  business  concern's  needs.    SBICs,  on 
the  other  hand,  are  generally  smaller  than  private  investment  firms,  and,  therefore,  are 
willing  and  able  to  make  investments  which  are  smaller.  Furthermore,  SBICs  are  limited  by 
statute  and  regulation  to  investing  only  in  small  companies,  and  SBA  gives  preference  in 
licensing  to  applicants  which  specifically  address  underserved  markets. 

In  addition  to  their  investments,  SBIC  managements  add  value  to  the  small  businesses  in 
which  they  invest  by  providing  advice  and  counsel.  Entrepreneurs  will  accept  this  help  since 
it  comes  from  people  who  have  their  own  money  and  reputations  at  risk  in  the  business  and 
who  have  had  experience  with  similar  situations  in  other  companies  they  have  backed.  A 
significant  criterion  for  licensing  in  recent  years  has  been  the  SBA's  assessment  of  the  ability 
of  the  proposed  SBIC  management  to  offer  this  kind  of  suppon. 

Over  the  past  37  years,  the  SBIC  program  has  provided  approximately  $13  billion  of  long- 
term  debt  and  equity  capital  to  78,000  small  business  concerns  in  107,000  separate 
financings,  including  an  estimated  $1.3  billion  in  1995  alone.  A  private-sector  advisory 
council  estimated  that  these  investments  created  more  than  one  million  jobs  in  the 
manufacturing  and  service  sectors  of  the  economy . 

A  number  of  major  U.S.  companies  trace  their  early  financing  to  SBICs,  including  Apple 
Computer,  Federal  Express,  and  Intel  Corporation,  and  more  recently,  America  Online,  Sun 
Microsystems,  Sybase,  Inc.,  Callaway  Golf,  and  Outback  Steak  House,  as  well  as  thousands 
of  other  small  concerns  throughout  the  Nation.  Through  investments  in  new  technologies,  the 
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program  has  enabled  the  conversion  of  numerous  scientific  discoveries  into  high-growth 
businesses.    The  May  27th,  1996,  issue  of  Business  Week  featured  "100  Hot  (Publicly- 
Owned)  Growth  Companies  for  1996."    According  to  Agency  records,  13  of  these  companies 
received  assistance  from  SBICs,  all  of  which  use  debenture  leverage. 

Private  capital  and  private  management  are  the  foundation  of  the  SBIC  program.  Since  1986, 
the  funding  of  leverage  has  been  provided  through  the  public  sale  of  trust  certificates  with  the 
government's  role  essentially  that  of  an  insurer,  so  leverage  has  come  from  private  sources 
as  well.  SBICs  are  an  outstanding  example  of  a  public/private  partnership  to  address 
underserved  capital  needs  of  the  Nation's  small  businesses. 

AN  IMPROVED  SBIC  PROGRAM 

In  recent  years,  the  overall  SBIC  program  has  been  revitalized  with  Congressional  support  by 
enactment  of  the  Small  Business  Equity  Enhancement  Act  of  1992  and  the  implementation  of 
its  provisions  in  the  SBA  regulations  issued  in  April,  1994, 

Until  April,  1994,  all  leverage  provided  by  SBA  to  regular  SBICs  had  been  in  the  form  of 
long-term  loans.  The  SBA  arranges  these  financings  through  quarterly  public  offerings  of 
trust  certificates  backed  by  pools  of  SBIC  debentures  and  guarantees  them  as  to  payment  of 
principal  and  interest.  For  those  licensees  which  typically  invest  in  loans  or  convertible  debt 
securities,  this  debt  financing  represents  a  well-matched  form  of  leverage  since  they  are 
receiving  interest  income  from  their  investments  which  they  can  use  to  pay  the  interest  that 
they  owe  on  the  leverage.  Such  debt  financing,  however,  is  a  mismatch  for  the  needs  of  an 
SBIC  that  invests  heavily  in  equity  securities  which,  while  they  might  increase  substantially 
in  value  over  time,  typically  do  not  generate  immediate  cash  for  the  SBIC  to  use  in  paying  its 
own  interest. 

A  major  achievement  of  the  new  program,  therefore,  was  the  creation  of  a  second  form  of 
leverage  designed  specifically  to  meet  the  needs  of  equity  investors.  The  new  leverage  is 
called  the  "Participating  Security"  and  is  generally  a  limited  partnership  interest.  It  is  unique 
in  that  it  provides  SBA  with  a  participation  in  the  licensee's  profits  in  exchange  for  deferring 
all  payments  by  the  SBIC  on  its  leverage  until  profits  have  been  generated  from  its  equity 
investments. 
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As  with  the  debenture  program,  the  funds  used  for  the  purchase  of  participating  securities  are 
borrowed  from  private  investors  in  periodic  public  offerings,  with  principal  and  inte.'esi 
guaranteed  by  SBA.  In  this  case,  however,  SBA  expects  to  pay  the  interest  on  behalf  of  the 
participating  security  issuers  on  average  for  five  years  or  more  until  they  achieve  cumulative 
profitability. 

To  date,  a  total  of  34  SBICs  have  been  licensed  to  use  participating  security  leverage, 
including  33  of  the  new  licensees  and  one  older  licensee.  These  34  licensees  have  private 
capital  of  $555.5  million,  or  an  average  of  $16.3  million  each.  An  additional  33  applications 
are  on  hand  for  SBIC  licenses  contemplating  use  of  participating  securities,  including  17  that 
already  have  committed  private  capital  of  S261  million.     The  remaining  16  applicants  are  in 
various  stages  of  raising  their  private  capital,  which  is  estimated  at  an  additional  $252 
million. 

The  first  open  market  financing  of  securities  to  provide  participating  security  leverage  closed 
on  February  22,  1995.  at  $73.3  million.  Five  additional  fundings  have  been  held  quarterly 
since,  bringing  to  $354.4  million  the  total  participating  security  financing  to  date. 

The  first  realized  gain  under  the  participating  security  program  occurred  in  February,  1996, 
when  Piper  Jaffray  Healthcare  Capital,  a  Minneapolis  licensee,  cashed  in  one  of  its 
investments  and  distributed  $1.16  million  to  SBA.  This  included  principal  and  prioritized 
payments  (equivalent  to  interest)  owed  on  the  participating  securities  plus  $35,000  in  actual 
profit  to  the  government.  In  April,  Piper  Jaffray  made  another  $2  million  distribution  which 
included  a  $225,557  profit  distribution  to  SBA.  A  second  licensee  has  scheduled  a  $4.8 
million  distribution  which  will  include  $290,000  of  profit  participation  for  SBA,  and  four 
other  SBICs  have  informed  us  that  they  will  be  making  initial  distributions  shortly  which  will 
be  applied  to  reduce  principal  and  their  accrued  prioritized  payments.  This  is  an  encouraging 
sign  since  it  had  originally  been  estimated  that  the  first  of  such  distributions  would  not  occur 
until  five  years  or  more  after  licensing. 

The  new  program  has  stimulated  additional  interest  in  the  debenture  program  as  well. 
"Debenmre  SBICs"  serve  an  important  role  in  meeting  small  business  needs  for  expansion 
capital.  They  provide  patient  capital  for  businesses  that  do  not  offer  the  "home  run"  potential 
of  emerging  growth  companies  which  expect  to  be  able  to  sell  their  stock  in  the  public 
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markets,  but  that  offer  instead  solid  "year-in  and  year-out"  attractive  returns  on  investment  to 
investors.    These  are  typically  established  companies  whose  owners  do  not  want  to  go  public 
or  which  are  not  really  suitable  for  public  ownership  because  of  their  limited  growth 
potential  or  lack  of  investor  appeal.  The  type  of  long-term  expansion  financing  that  they  need 
is  generally  not  available  from  banks  or  private  venture  investors  and  is  an  essential  element 
of  the  SBIC  program. 

From  FY  1994  to  date,  SBA  has  licensed  17  new  SBICs  with  private  capital  of  $207  million 
to  use  debenmre  leverage.  An  additional  29  applications  are  on  hand  for  debenture  licensees 
with  projected  private  capital  of  $277  million,  of  which  $132  million  has  already  been  raised 
by  17  of  the  applicants.  In  addition,  14  new  unleveraged  bank-affiliated  SBICs  have  been 
licensed. 

Thus,  in  response  to  the  new  regulations,  a  total  of  65  new  SBICs  have  been  licensed  since 
the  beginning  of  FY  1994,  representing  $827  million  of  private  capital.  This  is  equivalent  to 
the  total  private  capital  raised  by  the  program  in  the  preceding  15  years.  As  of  May  30, 
1996,  an  additional  70  applications  were  on  hand,  representing  approximately  $975  million  of 
additional  potential  private  capital. 

As  of  May  1,  1996,  there  were  186  active  regular  SBICs  and  86  Specialized  SBICs,  also 
called  SSBICs.  While  regular  SBICs  may  finance  essentially  any  business  concern  that  meets 
SBA's  definition  of  a  small  business.  Specialized  SBICs  may  only  finance  small  businesses 
which  are  owned  and  controlled  by  persons  whose  ability  to  compete  in  the  free  enterprise 
system  is  hampered  by  social  or  economic  disadvantages.  The  272  active  licensees  had  total 
private  capital  of  more  than  $3.6  billion  and  utilized  $1.1  billion  of  SBA-guaranteed 
leverage,  with  most  of  these  funds  in  regular  SBICs  as  shown  in  the  following  table: 


Tvpe  of  Licensee     Number 
Regular  SBIC  186 

Specialized  SBIC    86 

Program  Totals      272 


Private 

Outstanding 

Capital 

Leverage 

Total 

$3.4  billion 

$864  million 

$4.3  billion 

$206  million 

$245  million 

$451  million 

$3.6  billion 

$1.1  billion 

$4.7  billion 
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All  of  the  new  licensees,  debenture  as  well  as  participating  security,  meet  the  tough 
requirements  of  the  new  regulations: 

•  All  have  been  carefully  screened,  especially  for  quality  and  experience  of 
management. 

•  They  have  been  licensed  to  use  the  form  of  leverage  which  best  matches  their 
investment  programs:  for  those  investing  in  debt  securities,  the  SBA  offers  the 
traditional  debenture  leverage.    For  those  making  equity  investments,  the  SBA 
uses  the  new  Participating  Security. 

•  Except  for  unleveraged  bank-owned  SBICs  which  sometimes  start  at  the 
statutory  minimum  of  $2.5  million  and  inject  new  capital  as  needed  to  grow 
their  investment  portfolios  to  desired  levels,  all  have  private  capital  well  in 
excess  of  the  statutory  minimum.  A  larger  capital  base  allows  an  SBIC  to 
secure  stronger  management  and  to  have  greater  diversification  of  its 
investments. 

These  are  just  the  characteristics  that  SBA  had  hoped  to  attract:  experienced  managers 
backed  by  strong  financing  with  constructive  business  plans. 


THE  PROPOSED  LEGISLATION 

The  Agency  appreciates  the  interest  in  the  SBIC  program  expressed  by  the  Congress  and  the 
Committee's  efforts  to  enhance  the  program's  vitality  in  serving  the  long-term  debt  and 
equity  needs  of  American  small  business.  The  Senate  Small  Business  Committee  worked 
closely  with  the  Agency  and  the  SBIC/SSBIC  industry  in  drafting  its  "Small  Business 
Investment  Company  Improvement  Act  of  1996"  which  was  introduced  on  May  22,  1996,  as 
S.1784.    It  is  SBA's  desire  to  continue  to  work  closely  with  both  Congressional  Small 
Business  Committees,  as  well  as  with  the  SBIC/SSBIC  industry,  to  fashion  legislation  for  the 
program  that  will  improve  its  operation,  reduce  its  costs  to  the  taxpayers,  and  increase  the 
level  of  equity  and  long-term  debt  it  can  provide  to  small  business. 
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LEVERAGE  FEES 

SBA's  principal  continuing  objection  to  S.1784  is  the  reduced  program  levels  for  debentures 
and  participating  securities  that  will  result  from  the  Bill's  proposed  1/2%  (50  basis  points) 
add-on  fee  for  future  leverage.  The  President's  FY  1997  budget  for  the  SBIC  program 
proposed  two  basic  changes:  an  increase  in  the  user  fee  charged  for  leverage  to  3%  whether 
or  not  a  commitment  is  issued  (this  compares  with  the  previous  3  %  if  a  commitment  was 
used  and  2%  otherwise),  and  the  imposition  of  a  new  1%  (100  basis  points)  add-on  to  the 
interest  cost.  These  fees  are  consistent  with  the  June  1995  recommendations  of  the  SBIC 
Reinvention  Council  except  that  the  Council  recommended  an  add-on  fee  of  up  to  200  basis 
points  versus  the  Administration's  100  basis  points.    The  budget  also  recommends  FY  1997 
program  levels  of  $400  million  for  participating  securities  and  $225  million  for  debenmres, 
or  a  $625  million  program  level  overall.  This  will  require  an  appropriation  of  $21.7  million. 

S.1784  adopts  the  Administration's  proposal  of  increasing  the  user  fee  to  3%,  but  increases 
the  interest  add-on  by  only  one-half  as  much,  or  50  basis  points.    On  a  preliminary  basis, 
SBA  believes  that  the  subsidy  rate  for  debenmres  would  increase  from  3.7%  to  an  estimated 
6.7%  and  the  rate  for  participating  securities  would  increase  from  3.4%  to  an  estimated 
5.2%  as  a  result  of  the  smaller  interest  add-on.     A  final  estimate  of  the  impact  of  this  bill  on 
the  subsidy  rate  will  depend  on  an  analysis  of  the  interaction  of  all  of  the  bill's  provisions. 
In  this  case,  the  Administration's  proposed  $21.7  million  appropriation  will  provide  program 
levels  of  only  $260  million  for  participating  securities  and  $123  million  for  debenmres,  or 
$383  million  overall.    This  is  39%  less  than  the  recommended  program  level  and  is 
essentially  the  same  as  the  FY  1996  level.  It  falls  far  short  of  the  SBIC  program's  expected 
needs  for  FY  1997. 

The  Agency  believes  that  its  50  basis  points  increase  in  the  add-on  fee  above  that  called  for 
in  S.1784  will  have  a  negligible  adverse  impact  on  SBIC  profitability.  By  way  of  illustration, 
a  typical  investment  return  currently  being  projected  in  SBIC  license  applications  is  20%  per 
year.  With  two  tiers  of  leverage  and  a  market  rate  of  7%  on  10-year  government  securities, 
this  equates  to  an  estimated  return  on  equity  for  the  licensee  of  29.74%  per  year  after 
deducting  the  Bill's  50  basis  point  add-on  fee.  With  the  Administration's  proposed  100  basis 
points  add-on  fee,  the  projected  annual  return  on  equity  would  still  equal  29.34%!  Under  the 
circumstances,  the  Administration  considers  the  cost  of  the  100  basis  point  add-on  fee  quite 
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reasonable  relative  to  the  projected  SBIC  profitability  and  the  need  for  adequate  leverage  to 
support  the  program's  growth. 

The  Agency  supports  having  any  change  in  leverage  fees  effective  upon  enactment  so  that  the 
reduced  subsidy  rates  can  be  applied  against  any  uncommitted  balance  of  the  FY  1996 
appropriation  for  the  SBIC  program. 

PROGRAM  AUTHORIZATION  LEVELS 

The  existing  SBIC  program  authorization  levels  for  FY  1997  are  S900  million  for 
participating  securities  and  $220  million  for  debennires.  Since  the  Administration  proposes  a 
$225  million  debenmre  level,  it  is  necessary  to  increase  the  authorization  level  for 
debenmres. 

The  importance  of  the  SBICs  utilizing  debenture  leverage,  and  their  significant  contribution 
to  small  business  expansion,  tend  to  be  overlooked  with  the  publicity  surrounding  the  newer 
participating  security  licensees.  The  fact  is,  and  as  acknowledged  by  The  SBIC  Reinvention 
Council  in  its  May  1995  report,  debenture  SBICs  are  meeting  capital  needs  which  no  other 
SBA  program  is  able  to  address.  This  is  illustrated  by  the  May  27,  1996,  issue  of  Business 
Week  which  featured  "100  Hot  (Publicly-owned)  Growth  Companies  for  1996."  According  to 
SBA  records.  13  of  these  companies  received  assistance  from  SBICs.  all  of  whom  use 
debenture  leverage. 

Currently,  there  are  37  debennire-leveraged  licensees  with  capital  in  excess  of  $5  million. 
They  have  private  capital  of  approximately  $458  million  which,  under  current  leverage 
policies  of  a  two-times  capital  limit,  would  justify  $916  million  of  leverage,  or  $418  million 
more  than  they  have  drawn.  In  addition,  there  are  legitimate  leverage  needs  for  sound 
licensees  with  less  than  $5  million  in  private  capital,  for  roll-overs  of  currently  outstanding 
debentures,  and  for  the  backlog  of  new  licensees  which  itself  could  require  $250  million  or 
more.    While  these  demands  will  develop  over  the  next  several  years,  there  is  an  immediate 
need  for  increased  authorization  levels.    We  believe  the  Administration's  proposed  $225 
million  for  FY  1997  debenmre  funding  meets  the  funding  needs  for  next  year. 
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CODIFICATION  OF  REGULATIONS 

With  respect  to  a  number  of  provisions  in  the  Bill  which  codify  existing  SBA  regulations,  the 
Agency  is  pleased  with  Congressional  endorsement  of  the  safeguards  that  were  implemented 
by  regulation  in  1994  and  1996  to  enhance  the  SBIC  program.  However,  if  such  matters  are 
codified,  it  should  be  done  in  a  manner  to  permit  the  Agency  to  establish  the  criteria  under 
which  the  Congressional  intent  is  to  be  carried  out.  This  ensures  that  the  Agency  retains  the 
necessary  regulatory  flexibility  that  is  required  for  its  timely  response  to  a  complex  and  ever- 
changing  industry. 

It  is  important  to  note  that  in  adopting  the  April  1994  and  January  1996  regulations,  SBA 
sought  industry  comments  and  made  modifications  where  appropriate  to  reflect  industry 
considerations.  In  addition,  SBA  stands  ready  to  make  further  modifications  of  its  regulations 
in  the  future  to  reflect  changing  circumstances  while  continuing  to  meet  the  statutory 
provisions  designed  to  ensure  the  health  of  the  program.  It  is  obviously  much  more  difficult 
to  do  this  in  the  face  of  mandatory  legislative  provisions  which,  because  of  restrictive 
language,  might  preclude  such  discretionary  policy  making  by  the  Agency. 

While  we  do  not  question  the  basis  for  wanting  to  codify  these  regulatory  concepts,  we  do 
question  the  need  to  stipulate  the  specific  criteria  under  which  they  are  to  be  implemented. 
By  codifying  only  the  concept,  the  Agency  has  the  ability  to  respond  to  the  needs  of  an 
evolving,  complex  industry.  Fortunately,  S.1784  as  now  written  generally  provides  that 
flexibility  and,  hopefully,  any  future  modifications  of  the  Bill  will  not  sacrifice  it. 

It  should  be  noted  that  the  codification  of  these  regulations  will  not  result  in  any  further 
lowering  of  applicable  subsidy  rates  since  they  have  already  been  considered  in  establishing 
the  1997  subsidy  rates  to  the  extent  that  they  are  relevant. 

MINIMUM  CAPITALIZATION  FOR  NEW  LICENSEES 

The  history  of  the  program  has  amply  demonstrated  that  having  adequate  private  capital  is 
critical  in  maximizing  a  licensee's  probability  of  success  and  in  minimizing  SBA's  risk  of 
program  losses.  The  larger  capital  base  not  only  increases  the  cushion  underlying  SBA's 
credit  exposure,  but  it  reduces  risk  by  permitting  greater  portfolio  diversification  and 
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enabling  licensees  to  afford  the  experienced,  professional  managements  which  are  required 
for  successful  venture  capital  investing.  SBA  recognized  this  in  1994  when  it  issued  the 
initial  regulations  governing  the  participating  security  program  and  established  $10  million  as 
the  minimum  private  capital  unless  the  licensee  could  demonstrate  to  SBA's  satisfaction  that 
it  would  be  financially  viable  over  the  long  term  at  a  lesser  capitalization.  (In  no  case, 
however,  can  a  participating  security  SBIC  be  licensed  with  less  than  $5  million  of  private 
capital.)  Concurrently,  the  Agency  adopted  the  policy  of  requiring  a  $5  million  minimum 
capital  for  debenture  licensees,  rather  than  the  $2.5  million  statutory  minimum,  unless,  as 
with  participating  securities,  the  licensee  can  demonstrate  long  term  viability  with  a  smaller 
capitalization.  The  $5  million  debenture  minimum  was  formally  incorporated  in  the 
regulations  on  January  31,  1996. 

S.1784  establishes  $5  million  as  the  minimum  private  capital  for  all  SBIC  licenses,  with  a 
$10  million  minimum  required  if  the  licensee  intends  to  issue  participating  securities.  This 
would  seem  entirely  appropriate  for  new  licensees  in  general.  There  are  exceptions,  however, 
and  the  Bill  recognizes  them  by  permitting  SBA  to  accept  a  reduced  capital  for  participating 
security  licensees,  but  not  less  than  $5  million,  if  they  can  demonstrate  viability  at  the  lower 
level.  This  exception  is  necessary  in  order  to  cover  licensees  addressing  special  underserved 
markets,  such  as  in  the  North  Dakota  Small  Business  Investment  Company,  L.?.,  case  where 
SBA  granted  a  participating  security  license  to  a  community  sponsored  applicant  with  just 
over  $5  million  of  private  capital.    The  Bill  also  permits  SBA  to  license  debenture  SBICs 
with  as  little  as  $3  million  in  private  capital  if  they  can  demonstrate  viability  at  the  lower 
level.    However,  it  properly  restricts  them  from  obtaining  leverage  until  the  $5  million 
minimum  is  achieved.    This,  too,  is  desirable  to  cover  cases  such  as  the  licensing  of  the  non- 
leveraged  SBICs  which  many  commercial  banks  have  formed.    There  are  124  licensees, 
SBICs  and  SSBICs,  with  private  capital  of  less  than  $3  million,  a  listing  of  which  is  attached 
to  my  written  testimony. 

MINIMUM  CAPITAL  FOR  EXISTING  LICENSEES 

While  a  $5  million  minimum  capitalization  is  entirely  appropriate  for  new  leverage-seeking 
licensees  where  the  future  successful  performance  is  unproven,  there  are  a  number  of  existing 
licensees  that  have  demonstrated  economic  viability  at  smaller  capitalizations  and  that  are 
effectively  serving  the  public  policy  objectives  of  the  program.  The  Bill  addresses  this  issue 


47 


by  providing  an  exception  from  thie  minimums  for  existing  licensees  providing  that  at  least 
50%  of  the  value  of  their  future  investments  is  in  "smaller  enterprises"  and  providing  (i)  they 
have  a  record  of  profitable  operations,  (ii)  they  have  not  committed  any  serious  violations  of 
Federal  or  State  law  or  regulations,  and  (iii)  the  exemption  would  not  contribute  to  an 
unreasonable  risk  of  default  or  loss. 

Currently,  there  are  124  licensees,  SBICs  and  SSBICs,  with  private  capital  of  less  than  $3 
million.  They  constitute  45.6%  of  the  program  in  number  and  represent  $184  million,  or 
5.2%,  of  the  program's  private  capital  and  $197  million,  or  17.7%,  of  the  outstanding 
leverage.  The  exemptive  language  is  exceedingly  important  to  them  since  without  it  they 
would  probably  be  in  violation  of  the  new  minimum  capital  requirements  of  Section  502(a) 
and,  consequently,  forced  to  exit  the  program. 

The  first  part  of  the  exemption  requires  that  licensees  certify  that  at  least  50%  of  the  dollar 
amount  of  their  fumre  investments  will  be  in  "Smaller  Enterprises".  S.I784  defines  "Smaller 
Enterprises"  by  incorporating  the  definition  of  "Smaller  Businesses"  found  in  Section 
107.710  of  the  Code  of  Federal  Regulations.  Since  the  vast  majority  of  current  SBIC 
investments  already  meet  this  $2  million  maximum  earnings  and  $6  million  maximum  net 
worth  size  criteria,  requiring  that  50%  of  future  investments  be  in  such  enterprises  should  not 
unduly  restrict  the  investment  opportunities  for  smaller  SBICs  nor  add  significantly  to  their 
credit  risk.  (Currently,  95%  in  number  and  83%  in  dollar  value  of  all  licensee  investments 
are  in  companies  whose  net  worth  is  less  than  $6  million.)  Further,  this  requirement  would 
certainly  help  advance  a  principal  public  policy  objective  of  the  program. 

The  other  explicit  requirements  of  this  provision,  however,  do  create  a  potential  problem. 
Many  of  the  licensees  with  private  capital  below  the  $3  million  minimum  could  have  great 
difficulty  in  meeting  the  technical  requirements  of  this  section  as  written  because  they  do  not 
have  a  "record  of  profitable  operations"  or  they  previously  committed  "serious  regulatory 
infractions".  While  SBA  currently  uses  similar  criteria  in  approving  licensee  leverage 
requests,  we  only  require  that  they  have  been  profitable  for  three  of  the  last  four  years  and 
for  the  total  four-year  period  and  that  they  do  not  currently  have  serious  regulatory  violations 
outstanding.  Hopefully,  the  terms  of  this  exception  in  S.1784  can  be  interpreted  that  way. 
Preferably,  the  provision  could  be  modified  to  read,  "that  the  licensee  has  a  sound  portfolio 
that  can  support  its  operations  and  the  licensee  currently  has  no  serious  regulatory 
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violations."  Also,  it  is  proposed  that  this  exemption  be  required  only  to  a  licensee's 
eligibility  for  future  leverage  and  not  to  its  ability  to  continue  in  operation. 

Limiting  the  application  of  this  exemption  to  leverage  eligibility  properly  addresses  the  issue 
of  losses  on  future  leverage.  Forcing  licensees  which  are  currently  operating  soundly, 
although  unprofitable  or  subject  to  previous  regulatory  violations,  to  exit  the  program  not 
only  seems  unfair,  but  would  likely  result  in  increased  losses  to  the  government  in  recovering 
on  outstanding  leverage.    This  is  due  to  the  fact  that  SBICs  are  required  to  make  long-term 
investments,  most  of  which  can  only  be  liquidated  over  many  years  without  suffering  undue 
losses. 

Many  of  the  affected  licensees  have  outstanding  SBA  leverage  the  terms  of  which  are 
established  by  contract.  This  leverage  has  up  to  10  years  remaining  until  maturity  for 
debentures  and  up  to  15  years  for  4%  preferred  stock.  The  3%  preferred  stock  presents 
special  problems  since  it  has  no  stated  mamrity  at  all.  Until  maturity,  SBA  would  have  to 
work  with  the  licensees  in  the  hope  of  achieving  an  orderly  winding  down  of  their  business 
and  minimizing  potential  losses  on  the  leverage.  It  is  unlikely  to  be  a  cooperative  relationship 
and  is  likely  to  require  additional  staffing  to  protect  SBA's  interests. 

If  this  provision  requires  the  Agency  to  change  the  way  it  manages  its  outstanding  loans,  this 
is  a  loan  "modification"  as  defined  by  Section  502(5)(D)  of  the  Federal  Credit  Reform  Act 
(FRCA).    Credit  reform  requires  the  Administration  to  estimate  the  change  in  cash  flows  to 
the  Treasury  as  a  result  of  this  provision.    If  this  analysis  shows  a  net  present  value  cost  to 
the  Government,  funding  must  be  available  to  cover  this  cost  before  the  "modification"  can 
occur.    Section  504(e)  of  the  FCRA  states  that  outstanding  loans  "shall  not  be  modified  in  a 
maimer  that  increases  its  cost  unless  budget  authority  for  the  additional  cost  is  appropriated 
or  is  available  out  of  existing  appropriations. " 

SIZE  STATUS  ISSUE 

S.1784  provides  that  the  investments  by  certain  enumerated  venture  capital  type  firms  in  an 
otherwise  small  concern  shall  not  affect  the  concern's  size  status  determination.  This 
appropriately  addresses  a  situation  which  currently  impacts  adversely  the  investment  program 
of  a  number  of  licensees,  especially  those  which  issue  participating  securities.  While  SBA  is 
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preparing  to  address  the  issue  on  a  regulatory  basis,  legislative  redress  would  be  appropriate 
since  it  concerns  a  fundamental  program  precept,  the  definition  of  what  constitutes  a  "small 
business"  eligible  to  receive  SBIC  financing. 

SBIC  LICENSING 

The  experience  of  instimtional  investors  in  the  private  venture  capital  industry  has  clearly 
demonstrated  that  the  initial  decision  to  invest  in  a  particular  venture  capital  firm  is  the  most 
important  single  factor  in  the  ultimate  success  of  their  investments.  Once  the  decision  to 
invest  is  implemented,  there  is  very  little  that  the  instimtional  investor  can  do  to  affect  the 
investment  results.  This  experience  is  analogous  to  SBA's  decision  of  whether  to  license  a 
particular  SBIC,  although  SBA  does  have  somewhat  more  control  after  licensing  in  limiting 
its  financial  exposure  by  ceasing  to  advance  leverage  and  in  insuring  that  the  program's 
public  policy  objectives  are  observed.  Consequently,  SBA  has  developed  a  very  detailed  and 
deliberative  procedure  for  licensing  which  involves  extensive  "due  diligence"  evaluation  of 
the  applicable  qualifications  and  experience  of  the  management  team,  a  detailed  analysis  of 
the  proposed  plan  of  operations,  an  assessment  of  the  need  for  the  licensee,  and  a  legal 
review  of  its  structure  and  organization. 

The  licensing  process  takes  considerable  time  since  it  requires  a  number  of  interactions  with 
the  applicant  involving  clarification  of  unclear  points  and  modifications  of  the  license 
application  in  response  to  SBA's  programmatic  and  legal  comments.  In  addition,  in  a  number 
of  cases  the  applicant  or  its  attorney  may  have  been  unresponsive,  even  after  many  months 
have  passed,  which  further  delays  licensing.  In  fact,  we  currently  have  10  applicants, 
representing  $157  million  of  potential  private  capital,  in  a  deferred  stams  while  we  await 
their  response  after  three  months  or  more. 

While  the  Bill's  provision  requiring  a  written  report  not  later  than  90  days  after  initial  receipt 
of  an  application,  detailing  the  status  of  the  application  and  any  requirements  remaining  for 
its  completion,  is  not  onerous,  it  does  represent  additional  demands  on  the  limited  staff 
resources  available  for  licensing.  We  recognize  that  delays  in  processing  applications  have 
caused  concern  among  applicants.    In  an  effort  to  address  this  issue,  we  are  planning  to 
examine,  with  the  help  of  a  private  sector  contractor,  ways  to  improve  the  process.  We 
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believe  there  are  possible  opportunities  for  utilizing  private  sector  entities  to  assist  the 
Agency  in  performing  the  "due  diligence"  evaluation  of  applications. 

During  the  past  year,  no  SBIC  application  approvals  have  been  deferred  based  upon  leverage 
availability  nor  is  there  any  intention  to  do  so  in  the  future.    Consequently,  this  provision 
would  appear  to  be  unnecessary.    It  should  be  noted  that  the  Administration  believes  that 
under  certain  circumstances  leverage  availability  would  be  an  appropriate  factor  to  consider 
in  reviewing  applications. 

LIQUIDATION  EFFORTS 

Section  8  of  the  Bill  addresses  the  Agency's  liquidation  of  licensee  assets  and  requires  that  a 
detailed  plan  be  presented  by  October  15,  1996.  with  recommendations  on  various  options 
for  the  fair  and  expeditious  liquidation  of  such  assets,  giving  due  consideration  to  the  option 
of  entering  into  contracts  with  private  sector  entities  for  that  purpose.  We  intend  to  pursue 
this  study  vigorously,  and  the  Agency  has  already  budgeted  the  funding  necessary  to  retain 
qualified  outside  parties  to  assist  in  its  development.  However,  in  developing  the  plan,  one 
must  take  into  account  the  interests  of  other  parties  in  such  liquidations. 

For  example,  the  assets  in  liquidation  include  leveraged  SBICs  who  have  voluntarily  decided 
to  give  up  their  license  and  are  proceeding  with  an  orderly  liquidation  which  ultimately  is 
expected  to  fully  recover  SBA's  investment  as  well  as  provide  some  return  to  shareholders. 
Experience  has  shown  that  this  is  an  extremely  efficient  method  of  maximizing  the 
government's  recovery  at  minimum  cost.  Today  there  are  22  self-liquidation  agreements 
constituting  22%  of  the  assets  in  liquidation.  The  Agency  should  continue  to  use  these  self- 
liquidations. 

Similarly,  the  Agency  has  found  receiverships  to  be  an  effective  liquidation  method  where 
SBA  is  in  a  subordinated  creditor  position.  Of  the  187  SBICs  currently  in  liquidation  stams, 
72  (39%)  are  in  Receivership.  SBA  is  appointed  as  Receiver  by  the  U.S.  District  Court  in 
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the  particular  jurisdiction  and  may  only  act  pursuant  to  the  appropriate  Court's  order.  Unlike 
RTC/FDIC  seizures,  each  receivership: 

is  run  individually; 

has  to  comply  with  all  corporate  and  partnership  laws,  including  the  filing   of  tax  returns; 

must  be  liquidated  for  the  benefit  of  all  creditors,  including  SBA  (and  SBA  is  the 
subordinated  creditor). 

Each  Receivership  is  liquidated  by  an  outside  contractor  retained  by  the  individual 
Receivership,  not  an  SBA  employee.  The  average  billing  rate  for  the  contractors  is 
approximately  $50  per  hour.  Like  the  RTC,  SBA  acts  in  an  oversight  capacity,  as  required 
by  Court  order. 

In  this  case,  recovery  on  the  claims  of  more  senior  creditors  is  necessary  before  SBA  can 
collect  on  its  claim.  Being  able  to  use  the  assets  in  the  receivership  to  fund  the  liquidation 
under  court  supervision  is  clearly  advantageous;  however,  one  must  recognize  SBA's 
fiduciary  duty  to  the  other  parties,  including  the  SBIC's  shareholders  who  stand  to  recover 
the  excess  remaining  after  SBA. 

Finally,  it  must  be  recognized  that  SBIC  assets  are  by  their  nature  difficult  to  liquidate  at  a 
fair  price.  Typically  they  are  unsecured  debt  or  equity  interests  in  small,  often  failing 
investee  concerns,  the  managements  of  which  have  little  incentive  to  assist  SBA  in  either 
accelerating  or  maximizing  its  recovery. 

The  Agency  believes  that  a  balance  must  be  reached  between  having  incentives  that  lead  to 
liquidation  at  "fire  sale"  prices  and  liquidations  that  may  take  too  long.   We  continue  to  work 
toward  the  improvement  of  the  Agency's  SBIC  liquidation  activity,  and  we  look  forward  to 
the  results  of  the  smdy  and  the  opportunity  to  work  with  the  Committees  on  its 
implementation. 
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EXAMINATIONS 

The  Bill  includes  the  provision  that  examinations  "...may  be  conducted  with  the  assistance  of 
a  private  sector  entity  that  has  both  the  qualifications  to  conduct  and  expertise  in  conducting 
such  examinations".     On  May  6,  1996,  before  the  drafting  of  S.1784,  SBA  published  a 
request  for  proposals  for  a  study  of  examinations  outsourcing.  The  Agency  is  seeking  a 
contractor  to  perform  twelve  licensee  examinations  including  debenmre  SBICs,  non-leveraged 
SBICs,  and    SSBICs.  The  deadline  for  receipt  of  proposals  is  June  24,  and  we  are  hopeful 
that  a  contract  can  be  let  within  60  days  thereafter.  The  results  of  the  study  should  be 
available  and  analyzed  by  the  end  of  calendar  year  1996  and  SBA  should  be  in  a  position  to 
evaluate  the  possibility  of  a  larger  examination  outsourcing  program  and  address  the 
budgetary  implications  at  that  time. 

LIMITED  LIABILITY  COMPANIES 

The  Bill  authorizes  SBA  to  license  as  SBICs  organizarions  formed  as  "limited  liability 
corporations".  We  are  informed  that  this  is  currently  the  preferred  form  of  organization  for 
many  private  venture  capital  firms  and  would  therefore  seem  appropriate  for  SBICs  as  well. 
However,  it  should  be  noted  that  SBA  has  had  no  experience  with  SBICs  utilizing  that 
organizational  structure,  and  considerable  time  and  expense  may  be  involved  in 
accommodating  them  within  the  program. 

SUBSIDY  RATE  CALCULATION 

Section  5(j)  of  S.1784  should  be  clarified.    As  currently  written,  this  provision  appears  to 
allow  for  offering  expenses  to  be  deducted  from  the  leverage  fees  paid  by  SBICs  before  their 
remittance  to  the  Agency  and  inclusion  in  the  subsidy  rate  calculation.    If  this  is  correct,  then 
this  section  merely  codifies  current  practices  and  is  unnecessary.    If  the  purpose  of  this 
section  is  to  include  all  fees  collected  by  the  Agency,  including  examination  and  licensing 
fees  (which  are  currently  passed  on  to  Treasury),  then  this  provision  could  result  in  a 
PAYGO  cost. 
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ADMINISTRATOR'S  DISCRETION 

Unlike  the  rest  of  this  bill.  Section  11  would  apply  to  the  7(a)  Guaranteed  Business  Loan  and 
504  Certified  Development  Company  programs.    The  proposed  legislation  eliminates  the 
previous  legislative  prohibition  against  the  Administrator's  contracting  or  otherwise 
delegating  his  responsibility  for  loan  servicing  to  other  than  Administration  personnel. 

With  respect  to  this  authority,  SBA  recommends  that  contracting  out  of  loan  servicing 
activities  be  used  in  situations  where  such  arrangements  would  "result  in  the  performance  of 
services  at  a  lower  cost  to  the  government  than  if  the  services  were  performed  by  Agency 
personnel,  and  ...[would  bej  consistent  with  the  public  policy  interests  set  forth  in  [the  Small 
Business]  Act  or  the  Small  Business  Investment  Act. " 

SBA  believes  that  these  considerations  are  important  to  assuring  the  integrity  of  the  SBA  loan 
servicing  function.   The  Agency  feels  that  the  efficiency  and  effectiveness  of  contracting  for 
loan  servicing  including  loan  liquidation  activities  should  be  fully  explored,  but  that  such 
services  should  be  outsourced  only  if  contracting  out  represents  the  most  cost  effective  means 
of  performing  these  critical  functions.    SBA  also  believes  that  any  contracting  out  must  give 
full  consideration  to  the  public  policy  purposes  that  are  the  underpinnings  of  the  SBA  loan 
programs,  and  must  include  appropriate  provisions  to  protect  these  purposes. 

REDEMPTION  OF  PREFERRED  STOCK 

S.1784  states  that  moneys  collected  from  the  sale  of  preferred  stock  shall  be  available  to 
provide  debenmre  leverage.    It  should  be  noted  that  0MB  and  CBO  have  advised  this 
provision  will  have  a  PAYGO  cost  and  does  not  conform  with  the  Federal  Credit  Reform 
Act. 

PRIVATE  SOURCES  OF  FUNDING 

S.  1784  strikes  the  "credit  elsewhere  on  reasonable  terms"  requirement  for  SBIC  leverage. 
Since  it  is  the  purpose  of  the  SBIC  program  to  extend  additional  credit,  rather  that  substimte 
for  available  private  funds,  we  believe  the  current  law  is  appropriate. 
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OTHER  MATTERS  OF  INTEREST  TO  THE  COMMITTEE 

The  Committee  has  in  the  past  expressed  its  concerns  about  the  program's  unacceptably  large 
historical  loss  experience.  On  September  28,  1995,  we  testified  in  considerable  detail  as  to 
the  actions  which  the  Agency  has  taken  to  keep  losses  as  low  as  possible  without 
compromising  the  public  policy  objectives  of  the  program.  These  included: 

1.  Improving  the  quality  of  data  reported  by  licensees; 

2.  Automating  the  systems  for  transmitting  and  handling  the  data; 

3.  Improving  verification  of  reported  data; 

4.  Establishing  an  effective  organization  to  manage  oversight;  and 

5.  Strengthening  the  liquidation  function. 

We  continue  to  make  progress  in  all  five  areas  and  believe  that  the  future  should  see  a 
continuing  of  the  down  trend  of  licensee  failures  illustrated  below: 

TRANSFERS  TO  LIQUIDATION 


SBICs 


SSBICs 


Total 


Fiscal 

Leverage  when 

Leverage 

:  when 

Leverage  when 

Year 

Num 

Transferred 

Num 

Transferred 

Num 

Transferred 

1991 

22 

$122.0 

9 

$15.6 

31 

$137.6 

1992 

13 

51.8 

12 

31.4 

25 

83.1 

1993 

11 

53.2 

13 

29.4 

24 

82.5 

1994 

10 

38.4 

7 

21.7 

17 

60.2 

1995 

4 

8.5 

3 

7.3 

7 

15.8 

1996  YTD     0 

0 

1 

0.5 

1 

0.5 

Similarly,  the  default  rate  on  recent  debenture  issues  is  showing  dramatic  improvement.  In 
contrast  to  many  other  SB  A  programs,  the  SBIC  funding  is  small  enough  that  we  are  able  to 
provide  audited  historical  default  experience  in  the  prospectus  accompanying  new  issues.  The 
latest  data,  for  the  $493  million  of  debentures  issued  over  the  past  six  years  (1990-95), 
defaults  totaled  only  $19.6  million,  or  merely  4.0%.   In  contrast,  the  comparable  defaults 
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for  the  previous  six  year  period  (1984-89)  were  approximately  4  times  that  ($121  million  of 
defaults  on  $763  million  of  debentures,  or  15.9%).    This  improved  performance  is  due  to 
both  substantial  program  reforms  and  a  strong  economy,  and  we  are  therefore  confident  that 
we  will  continue  to  see  an  improvement  in  the  SBIC  program's  loss  experience  in  the  future. 

CONCLUSION 

This  completes  my  testimony.  I  appreciate  your  affording  me  the  opportunity  to  present  the 
Administration's  views.    Don  and  I  look  forward  to  working  with  the  Committee  and  its  staff 
in  crafting  legislation  that  contributes  to  the  further  success  and  soundness  of  the  SBIC 
program.  We  would  be  pleased  to  answer  any  questions  you  may  have. 
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SBIC  Program  Licensee  as  of  5/2/96 


SBIC  Name 

NatjonsBanc  Capital  Corporation 

Norwest  Equity  Partners  IV 

Chemical  Venture  Capital  Associates 

Citicorp  Venture  Capital,  Ltd. 

BT  Capital  Partners.  Inc. 

Continental  lllinoB  Venture  Corp. 

Rrst  Chicago  Equity  Corporation 

Norwest  Equity  Partners  V.  LP. 

Bank/^menca  Ventures 

399  Venture  Partners 

BancBoston  Ventures.  Incorporated 

Sirrom  Capital  Corporation 

CIBC  Wood  Gundy  Ventures,  Inc. 

Heller  Equity  Capital  Corporation 

J.P.  Morgan  Investment  Corporanon 

Chase  Manhattan  Capital  Corporanon 

RFE  Investment  Partners  V.  LP- 

Key  Equity  Capital  Corporaton 

Fleet  Venture  Resources.  Inc. 

Banc  One  Capital  Partners  Corporation 

Pyramid  Ventures,  Inc. 

Hall,  Moms&Drufvall,  LP. 

CFB  Venture  Fund  II.  LP 

Shaw  Venture  Partners  III,  LP. 

Kline  Hawkes  California  SBIC.  LP. 

Mezzanine  Capital  Corporation 

Seacoast  Capital  Partners,  LP. 

Furman  Selz  SBIC,  LP. 

SBIC  Partners,  LP. 

DFW  Capital  Partners,  LP. 

Cordova  Capital  Partners,  LP. 

Stratford  Capital  Group,  LP. 

Reet  Equity  Partners  VI,  LP. 

/Vnthem  Capital,  LP. 

Bando-McGlocklin  SBIC 

Rrst  Commerce  Capital,  Inc. 

Hickory  Venture  Capital  Corporanon 

Prospect  Street  NYC  Discovery  Fund.  LP. 

Pacific  Mezzanine  Fund,  LP. 

AVI  Capital,  LP. 

PNC  Capital  Corp. 

Pioneer  Ventures  Umited  Partnership  II 

Premier  Venture  Capital  Corporanon 

CB  Investors,  Inc. 

NatWest  USA  Capital  Corporation 

Ventex  Partners,  Ltd. 

Eos  Partners  SBIC,  LP. 

MidMark  Capital.  LP. 

Mendian  Venture  Partners 

M  &  I  Ventures  Corp. 

Mercury  Capital,  LP. 

Exeter  Equity  Partners.  LP. 

LEG  Partners  SBIC,  LP. 

Exeter  Venture  Lenders,  LP. 

Canaan  SBIC,  LP. 

Aspen  Ventures  West  II,  LP. 

Medallion  Funding  Corporation 

Capital  Southwest  Venture  Corp. 


Date 

SBIC 

Private 

Leverage 

SBK 

State 

Licensed 

or  SSBIC 

Capital 

fromSBA 

Chartotte 

NC 

26-Jun-61 

SBIC 

212,214.193 

0 

Minneapolis 

MN 

02-Aug-89 

SBIC 

191,420,000 

0 

New  York 

NY 

22-0ct-84 

SBIC 

168,914.772 

0 

Now  York 

NY 

18-Dec-67 

SBIC 

127,197,602 

0 

Now  York 

NY 

IO-Nov-72 

SBIC 

119.998.033 

0 

Chicago 

IL 

02-Apr-70 

SBIC 

116,000,000 

0 

Chicago 

IL 

08-Jun-61 

SBIC 

103,100,000 

0 

Minneapolis 

MN 

06-Feb-95 

SBIC 

101,087.000 

0 

Foster  City 

CA 

29-Jan-60 

SBIC 

100.714,475 

0 

Now  York 

NY 

02-Feb-89 

SBIC 

100.000.000 

0 

Boston 

MA 

08-May-59 

SBIC 

75,000.000 

0 

Nashville 

TN 

14-May-92 

SBIC 

69.925.095 

83,260.000 

Now  York 

NY 

26-Oct-90 

SBIC 

55.477,000 

0 

Chicago 

IL 

19-Sep-80 

SBIC 

53.379.346 

0 

Now  York 

NY 

10-Dec-87 

SBIC 

50.294.000 

0 

Now  York 

NY 

02-Aug-62 

SBIC 

50,000.105 

0 

New  Canaan 

CT 

19-Sep-94 

SBIC 

49,537.500 

28,700.000 

Cleveland 

OH 

09-Dec-60 

SBIC 

40.624.630 

0 

Providence 

Rl 

18-Dec-67 

SBIC 

35.007.068 

0 

Dallas 

TX 

08-Dec-76 

SBIC 

34.942,000 

0 

Now  York 

NY 

26-Jun-87 

SBIC 

33,000.000 

0 

Mission  Viejo 

CA 

05-JUI-78 

SBIC 

32.117.778 

0 

SL  Louis 

MO 

02-Mar-93 

SBIC 

30.606.000 

0 

Porfland 

OR 

26-Sep-94 

SBIC 

30,075.188 

0 

Los  Angetes 

CA 

28 -Jul -95 

SBIC 

30.000.000 

0 

Boston 

MA 

28-May-87 

SBIC 

30.000.000 

0 

Danvers 

MA 

22-Aug-94 

SBIC 

30.000.000 

24,300,000 

Now  York 

NY 

22-Aug-94 

SBIC 

29.426.950 

28,880.000 

Foft  Worth 

TX 

22-Aug-94 

SBIC 

29,375,515 

33,400.000 

Teaneck 

NJ 

19-Sep-94 

SBIC 

28,963.936 

21.290.000 

Atlanta 

QA 

24-Mar-94 

SBIC 

27,500,000 

5.000.000 

Dallas 

TX 

19-May-94 

SBIC 

25.700.000 

5,000.000 

Provide  nca 

Rl 

11-Jan-95 

SBIC 

25.297.162 

0 

Baltimore 

MD 

26-Sep-94 

SBIC 

25.000.000 

8,000.000 

Brookfield 

Wl 

02- Sep -80 

SBIC 

24.421.525 

12.620.000 

New  Orleans 

LA 

29-Jul-94 

SBIC 

24.000.000 

0 

Huntsville 

AL 

28-Mar-85 

SBIC 

23.465.000 

5,000.000 

Now  York 

NY 

24-May-9S 

SBIC 

22.888.060 

13.000.000 

Emeryville 

CA 

24-Mar-94 

SBIC 

22.501.912 

11.840.000 

Los  Altos 

CA 

06-Feb-9S 

SBIC 

21.881.949 

9.300.000 

Wilmington 

DE 

12-Aug-62 

SBIC 

21.109,471 

0 

Boston 

MA 

06-Feb-95 

SBIC 

21.069.254 

7.700.000 

Baton  Rouge 

LA 

21-Feb-74 

SBIC 

20.606.030 

0 

Now  York 

NY 

06-NOV-86 

SBIC 

20,000.000 

0 

Now  York 

NY 

06-Feb-86 

SBIC 

20,000.000 

0 

Houston 

TX 

OI-Nov-79 

SBIC 

19.857.026 

0 

Now  York 

NY 

19-Sep-94 

SBIC 

19,653.500 

16.900.000 

Chatham 

NJ 

26-Sep-94 

SBIC 

17,446.265 

11.960.000 

Radnor 

PA 

24-Feb-87 

SBIC 

16,919.869 

13,360.000 

Milwaukee 

Wl 

19-Aug-85 

SBIC 

16,04£.370 

0 

New  York 

NY 

26-Sep-94 

SBIC 

15,575.893 

7.500.000 

Now  York 

NY 

22-Dec-94 

SBIC 

15,153.222 

21 .000.000 

Now  York 

NY 

06-Apr-95 

SBIC 

15.028.412 

4.000.000 

Now  York 

NY 

07-Feb-94 

SBIC 

15.000.000 

33.000.000 

Rowayton 

CT 

26-Sep-94 

SBIC 

14,852.200 

20.300.000 

Los  Altos 

CA 

08-NOV-94 

SBIC 

14.693.878 

5.500.000 

Now  York 

Ny 

23-Jun-80 

SSBIC 

14.465.900 

0 

Dallas 

TX 

13-JUI-61 

SBIC 

14.229,271 

1 1 ,000.000 
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BIG  Name 

Allied  Investment  Corporation 

Hanifen  Imhoff  Mezzanine  Fund,  LP. 

Union  Venture  Corp. 

Blue  Ridge  Investors  Ltd.  Partnefship 

Rrst  Union  Capital  Partners,  Inc. 

U.S.  Bancorp  Capital  Corporation 

Banc  One  Venture  Corp. 

River  Cities  Capital  Fund  LP. 

CIP  Capital  LP. 

Zero  Stage  Capital  V,  LP. 

PMC  Investment  Corporation 

Bay  Partners  SBIC,  LP. 

err  Group/Venture  Capital.  Inc. 

Geneva  Middle  Market  Investors,  LP. 

KCEP  I,  LP. 

Pacific  Northwest  Partners  SBIC,  LP. 

Sorrento  Growth  Partners  I,  LP. 

TSG  Ventures,  Inc. 

Pacific  Capital,  LP. 

Rrst  Capital  Group  of  Texas  II,  LP. 

Walden-SBIC,  LP. 

KOCO  Capital  Company,  LP. 

TOTAL  GREATER  THAN  $10  million 

Spnngdale  Venture  Partners,  LP 

FE  Capital  Partnere,  LP. 
Panbas  Principal  Incorporated 
Kansas  Venture  Capital,  Inc. 
Allied  Capital  Rnarxsial  Corp. 
Blue  Hock  Capital,  LP. 
MorAmenca  Capital  Corporation 
Allied  Investment  Corporation  II 
Impenal  Ventures,  Inc. 
Transportation  Capital  Corp. 
Piper  Jaffray  Healthcare  Capital  LP. 
Needham  Capital  SBIC.  LP. 
Elk  Associates  Funding  Corporation 
Walnut  Capital  Corp. 
Gateway  Partners,  LP. 
Edwards  Capital  Company 
Sundance  Venture  Partners,  LP. 
Clanon  Capital  Corp. 
North  Atlantic  Venture  Fund  II,  LP. 
MESBiC  Ventures,  Inc. 
Polestar  Capital,  Inc. 
Western  Rnanaal  Capital  Corporation 
M  &  T  Capital  Corp. 
CFB  Venture  Fund  I,  Inc. 
Capital  Dimensions  Ventures  Fund,  Inc. 
Dearborn  Capital  Corp. 
Pioneer  Ventures  Limited  Partnership 
Opportunity  Capital  Partners  II,  LP. 

,rst  Fidelity  Private  Capital,  Inc. 
North  Dakota  SBIC,  LP. 
Novus  Ventures.  LP. 
Anker  Capital  Corporation 
Barclays  Capital  Investors  Corp. 
Catalyst  Fund.  Ltd.  (The) 


SBIC  Program  Licensee  as  of  5/2/96 

Data 

SBIC 

Private 

Leverage 

City 

State 

Licensed 

or  SSBIC      Capital 

fromSBA 

Washington 

DC 

23-Apr-59 

SBIC 

14,178,837 

4i350.000 

Denver 

CO 

26-Jul-94 

SBIC 

14,135,000 

22,210,000 

Los  Angeles 

CA 

30-Sep-67 

SBIC 

13,445.324 

0 

GreonsDoro 

NC 

28-JUI-95 

SBIC 

13,267.575 

4,000,000 

Chartotts 

NC 

15-Feb-90 

SBIC 

13,180,025 

0 

Portland 

OR 

05-Mar-81 

SBIC 

13,028,892 

0 

Milwaukee 

Wl 

02-May-84 

SBIC 

13,005.000 

1,000,000 

Cincinnat 

OH 

26-Sep-94 

SBIC 

1^654,013 

5,000,000 

Malvem 

PA 

03-Oct-91 

SBIC 

12,208,278 

9,000,000 

Cambndge 

MA 

26-Sep-94 

SBIC 

12,194.444 

8,400.000 

Dallas 

TX 

28-NOV-86 

SSBIC 

12,000,000 

31,000,000 

Cupertno 

CA 

28-JUI-95 

SBIC 

11,042,500 

4,000,000 

Livingston 

NJ 

01  -Jun-92 

SBIC 

10,975,000 

0 

Wellesley 

MA 

27-Oct-95 

SBIC 

10,920,010 

5,000,000 

Kansas  City 

MO 

19- Sep -94 

SBIC 

10,791,879 

11,100,000 

Bellevue 

WA 

19-Sep-94 

SBIC 

10,600.000 

0 

San  Diego 

CA 

19-Sep-94 

SBIC 

10,587,338 

5,000,000 

Stamford 

CT 

07-May-71 

SSBIC 

10,550.000 

0 

Nashville 

TN 

22-May-95 

SBIC 

10,344,533 

0 

San  Antonio 

TX 

19-Apr-96 

SBIC 

10,300.945 

0 

San  Francisco 

CA 

19-Sep-94 

SBIC 

10,101,010 

4,000,000 

Mount  KJsco 

NY 

25-Mar-94 

SBIC 

10.000.000 

6.740,000 

Number: 

=       80 

2,972273,958 

600.610.000 

ChahottB 

NC 

19- Jul -84 

SBIC 

9,871,553 

0 

New  Canaan 

CT 

01  -Jul-80 

SBIC 

9,800,000 

2,000,000 

New  York 

NY 

02-Aug-89 

SBIC 

9,570,542 

0 

Overiand  Park 

KS 

17-Jun-77 

SBIC 

9,549,116 

0 

Washington 

DC 

09-Aug-83 

SSBIC 

9,350.000 

25,950,000 

Wilmington 

DE 

19-Apr-96 

SBIC 

8.736.000 

0 

Cedar  Rapids 

lA 

30-Sep-59 

SBIC 

8,375.000 

10,290,000 

Washington 

DC 

20-Mar-91 

SBIC 

8,356,514 

0 

Inglewood 

CA 

31-Aug-78 

SBIC 

8,001,731 

0 

New  York 

NY 

23-Jun-80 

SSBIC 

7,749,469 

6,730,000 

Minneapolis 

MN 

26-Sep-94 

SBIC 

7,575,757 

6,000,000 

New  York 

NY 

19-Sep-94 

SBIC 

7,500,000 

4,710,000 

New  York 

NY 

24- Jul -80 

SSBIC 

7,479,940 

8,831,000 

Chicago 

IL 

07-NOV-83 

SBIC 

7,321,800 

8,000,000 

St  Louis 

MO 

24-Jan-95 

SBIC 

7.284,462 

3,700,000 

New  York 

NY 

22-Jun-79 

SBIC 

7,200.000 

24,950,000 

Cuperaro 

CA 

23-Apr-90 

SBIC 

7,047,374 

13,920,000 

Cleveland 

OH 

25-Sep-68 

SBIC 

6,970,219 

10,260,000 

Portland 

ME 

09-May-95 

SBIC 

6,845,000 

0 

Dallas 

TX 

26-Feb-70 

SSBIC 

6,450.882 

7,450,000 

Chicago 

IL 

22-Dec-70 

SSBIC 

6,334,750 

6,888,000 

Dallas 

TX 

22-Feb-80 

SBIC 

6,046,744 

19,540,000 

Buffalo 

NY 

29-Dec-67 

SBIC 

6,007,486 

0 

St  Louis 

MO 

15-Oct-59 

SBIC 

6,000,000 

0 

Minneapolis 

MN 

29-Jan-79 

SSBIC 

5,635741 

7.402192 

Dearbom 

Ml 

14-Dec-78 

SSBIC 

5,6?F  ^^ 

5,200,000 

Boston 

MA 

20-NOV-86 

SBIC 

5,60&,745 

4.950,000 

Fremont 

CA 

07-May-93 

SSBIC 

5,151,515 

0 

PhiladelphB 

PA 

14-Jan-88 

SBIC 

5,100,000 

0 

Fargo 

ND 

09-May-95 

SBIC 

5,100,000 

0 

Cupertno 

CA 

08-NOV-94 

SBIC 

5,050.000 

4,400,000 

Charieston 

WV 

16-May-94 

SBIC 

5,000.000 

0 

New  Yort< 

NY 

03-Oct-91 

SBIC 

5,000,000 

0 

Houston 

TX 

08-May-91 

SBIC 

5,000.000 

1,970,000 
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SBIC  Program  Licensoe  as  of  5/2/96 


SBIC  Name 

Rrst  Secunty  Business  Investment  Corp. 
Greater  Washington  Investments.  Inc. 
IBJS  Capital  Corp. 
Mapleteat  Capital  Ltd. 
Norwood  Venture  Corp. 
Societe  Generale  Capital  Corp. 
Starling  Commercial  Capital.  Inc. 
Wells  Fargo  SBIC.  Inc. 
WestVen  Limited  Partnership 

T0TAL$5  to  $10  million 

TOTAL  GREATER  THAN  $5  million 

Rrst  New  England  Capital.  LP 

National  City  Capital  Corporaton 

Capital  Investments,  Inc. 

Wasatch  Venture  Corporation 

Equitas.  LP. 

Chestnut  Street  Partners,  Inc. 

CMNY  Capital  II,  LP. 

Uarwit  Capital  Corp. 

Equal  Opportunity  Rnance.  Inc. 

Ibero  Amencan  Investors  Corp. 

Alliance  Business  Investment  Company 

Broadcast  Capital.  Inc. 

Syncom  Capital  Corp. 

Jupiter  Partners 

InterEquity  Capital  Partners.  U' 

FX  Growth  Capital  Corporation 

Rrst  Wall  Street  SBIC,  LP 

Cambndge  Ventures,  LP 

Atalanta  Investment  Company,  Inc. 

Alliance  Enterpnse  Corporaton 

PienB  Funding  Corp. 

Argentum  Capital  Partners,  LP 

Motor  Enterpnses,  Inc. 

UNCO  Ventures,  Ltd. 

Victona  Capital  Corp. 

TOTAL  $3  to  $5  million 

TOTAL  GREATER  THAN  $3  million 

Milestone  Growth  Fund,  Inc. 
Future  Value  Ventures,  Incorporated 
Green  Mountain  Capital,  LP. 
AMT  Capital,  Ltd. 
Opportunity  Capital  Corporation 
Houston  Partners,  SBIP 
Rrst  Interstate  Equity  Corp. 
1st  Source  Capital  Corporation 
ABN  AMRO  Capital  (USA)  Inc. 
BancFirst  Investment  Corporation 
Capital  Fund,  Inc. 
CoreStates  Enterpnse  Capital,  Inc. 
Creditanstalt  SBIC 
Mellon  Ventures.  LP. 
NationsBanc  SBIC  Corporation 
Shenandoah  Venture  Capital  LP. 
SJcty  Wall  Street  SBIC  Funi  LP. 
TLC  Funding  Corp. 


Date 

SBIC 

Private 

Leverage 

CItY 

State 

Licensed 

or  SSBIC       Capital 

from  SBA 

Salt  Lake  City 

LTT 

1B-Oct-93 

SBIC 

5,000,000 

0 

Rockville 

MD 

09-Feb-60 

SBIC 

5,000,000 

14,500.000 

New  Yort< 

NY 

25-May-90 

SBIC 

5,000,000 

0 

Dallas 

TX 

06-Oct-80 

SBIC 

5,000,000 

3,000,000 

New  York 

NY 

18-Aug-80 

SBIC 

5.000,000 

15,070,000 

NmvYork 

NY 

19-Apr-96 

SBIC 

5.000,000 

0 

Great  Neck 

NY 

03-Oct-88 

SBIC 

5.000.000 

12,000,000 

San  Francisco 

CA 

12-Mar-96 

SBIC 

5.000.000 

0 

Charleston 

WV 

OI-Nov-93 

SBIC 

5,000,000 

^oooooo 

Numljer: 

=        43 

282,697,239 

229.711,192 

Number: 

=     123 

3.254,971,197 

830,321,192 

Hartford 

CT 

25-Mar-88 

SBIC 

4,968.553 

6.500,000 

Cleveland 

OH 

08-Feb-79 

SBIC 

4.924,000 

0 

Mequon 

Wl 

25-May-59 

SBIC 

4,783,245 

10,730,000 

Salt  Lake  City 

LTT 

15-Apr-94 

SBIC 

4,500.000 

3,500,000 

Nashville 

TN 

OS-Nov-93 

SBIC 

4,484.848 

5,900,000 

Boston 

MA 

03-Dec-86 

SBIC 

4,000,000 

0 

New  York 

NY 

30-Jun-89 

SBIC 

4,000,000 

4.500.C00 

Newport  Beach  CA 

03-May-62 

SBIC 

3.977.954 

5.260.000 

Louisville 

KY 

24-Sep-70 

SSBIC 

3.890,735 

1. 600.000 

Rochester 

NY 

28-Sep-79 

SSBIC 

3.754.283 

3,903,301 

Tulsa 

OK 

r2-Aug-59 

SBIC 

3.480.502 

0 

WasNngton 

DC 

26-NOV-80 

SSBIC 

3.350.000 

4,800,000 

Silver  Spnng 

MO 

10-Jul-78 

SSBIC 

3.350.000 

0 

San  Francisco 

CA 

26 -Oct- 62 

SBIC 

3.253.720 

1260000 

New  York 

NY 

17-Dec-90 

SBIC 

3,151.959 

6,430,000 

Huntsville 

AL 

07-Mar-91 

SSBIC 

3.142401 

2.500.000 

NewYorK 

NY 

01-Feb-89 

SBIC 

3.050.000 

9.000.000 

Indianapolis 

IN 

06-JUI-92 

SBIC 

3,046,150 

1,000,000 

Incline  Village 

NV 

22-Jun-79 

SBIC 

3.045.288 

0 

Dallas 

TX 

20-Oct-71 

SSBIC 

3.030,200 

4,480,000 

New  York 

NY 

22-Jan-81 

SSBIC 

3,013,473 

3,541  200 

New  York 

NY 

31-Jan-90 

SBIC 

3,000.000 

5,360,000 

Warren 

Ml 

13-Apr-70 

SSBIC 

3,000,000 

0 

Houston 

TX 

30-Sep-88 

SBIC 

3,000,000 

3,000,000 

Victona 

TX 

08-Mav-61 

SBIC 

3.000,000 

0 

Numt3er= 

t      25 

90.197,311 

85,264  501 

Numt>er= 

=      148 

3,345,168,508 

915,585,693 

Minneapolis 

MN 

27-Dec-89 

SSBIC 

a979,403 

2,000,000 

Milwaukee 

Wl 

09-NOV-84 

SSBIC 

2,882307 

0 

Waterbury 

VT 

29-Mar-93 

SBIC 

2.842391 

1,000,000 

Dallas 

TX 

07-Oct-91 

SBIC 

2,548,908 

0 

Fremont 

CA 

23-Sep-71 

SSBIC 

2.526,043 

2,180500 

Houston 

TX 

19-NOV-85 

SBIC 

a521,587 

2,800,000 

Phoenix 

AZ 

01-Feb-89 

SBIC 

a506,742 

0 

South  Bend 

IN 

23-Dec-83 

SBIC 

2.500,000 

0 

Chicago 

IL 

31-Jan-96 

SBIC 

2,500.000 

0 

Oklahoma  City 

OK 

01-Apr-94 

SBIC 

2.500.000 

0 

Lansing 

Ml 

08-Sep-93 

SBIC 

2.500.000 

0 

Philadelphia 

PA 

19-Apr-96 

SBIC 

2.500.000 

0 

Now  York 

NY 

25-Aug-95 

SBIC 

^500.000 

0 

Pittsburg 

PA 

12-Maf-96 

SBIC 

2.500.000 

0 

Charlotte 

NC 

19-JUI-84 

SBIC 

2,500,000 

0 

Charleston 

WV 

01-Jun-95 

SBIC 

2,500,000 

0 

New  Yort< 

NY 

25-Aug-95 

SBIC 

2,500.000 

0 

Tarrytown 

NY 

29 -Feb -80 

SBIC 

2,500,000 

0 
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SBIC  Program  Licensee  as  of  5/2/96 


SBIC  Name 

UBS  Partners,  Inc. 

United  Missouri  Capital  Corporation 

Vega  Capital  Corp. 

Fundex  Capital  Corp. 

SBI  Capital  Corp. 

First  SBIC  of  Alabama 

Venture  Opportunities  Corporation 

HCT  Capital  Corp. 

Polans  Capital  Corp. 

Empire  State  Capital  Corporation 

Draper  Associates,  a  California  LP 

Wallace  Capital  Corporation 

Moneta  Capital  Corp. 

Bancorp  Hawaii  SBIC 

Fulcnjm  Venture  Capital  Corporation 

Metro -Detroit  Investment  Company 

Rnancial  Opportunities,  Inc. 

Enterprise  Ohio  Investment  Company 

Rutgers  Minonty  Investment  Company 

Tower  Ventures,  Inc. 

UST  Capital  Corp. 

White  Pines  Capital  Corporation 

MESBIC  Rnancial  Corp.  of  Houston 

Situation  Ventures  Corporation 

United  Oriental  Capital  Corporation 

Charter  Venture  Group,  Incorporated 

Mountain  Ventures,  Inc. 

Charterway  Investment  Corporation 

Capital  Resource  Co.  of  Connecticut 

/Mabama  Capital  Corporation 

Jardir»  Capital  Corp. 

Freshstart  Venhare  Capital  Corporation 

Heedy  Hiver  Ventures  Limited  Partnership 

Best  Rnance  Corporation 

Calsafe  Capital  Corp. 

BenUey  Capital 

Chen's  Rnancial  Group,  Inc. 

Commonwealth  Enterprise  Fund  Inc. 

LaiLai  Capital  Corp. 

Pacific  Venture  Capital,  Ltd. 

Queneska  Capital  Corporation 

Charteston  Capital  Corporation 

United  Capital  Investment  Corp. 

Hanam  Capital  Corp. 

East  Coast  Ventijre  Capital,  Inc. 

Renaissance  Capital  Corporation 

Multimedia  Broadcast  Investment  Corp. 

Rrst  County  Capital  Inc. 

Capital  Investors  &  Management  Corp. 

North  America  Investment  Corporation 

Esquire  Capital  Corp. 

Sun -Delta  Capital  Access  Center,  Inc. 

West  Tennessee  Venture  Capital  Corporation 

Winfield  Capital  Corp. 

Continental  SBIC 

Small  Business  Investinent  Capital,  Inc. 

Valley  Capital  Corp. 

BAG  Investment  Corp. 


Date 

SBIC 

Private 

Leverage 

City 

State 

Licensed 

or  SSBIC 

Capital 

from  SBA 

New  Yoric 

NY 

24-May-95 

SBIC 

^500,000 

0 

Kansas  City 

MO 

21-Sep-S4 

SBIC 

2,500,000 

0 

Amionk 

NY 

05-Aug-68 

SBIC 

2.40a861 

4,280,000 

Rye 

NY 

18-May-78 

SBIC 

2.258,659 

4.150.000 

Houston 

TX 

22-Oct-81 

SBIC 

2.256,000 

250.000 

Mobile 

AL 

20 -Jul -78 

SBIC 

2,166.700 

5.950,000 

New  York 

NY 

01 -Dec- 78 

SSBIC 

2,141,522 

6.525.000 

Fort  Worth 

TX 

01  -Nov-91 

SBIC 

2,125.000 

300.000 

Brookfield 

Wl 

09-Feb-90 

SBIC 

2,114,759 

2,460,000 

NewYori< 

NY 

05-Feb-91 

SSBIC 

2,100.000 

6.300.000 

Redwood  City 

CA 

12-Sep-79 

SBIC 

2,015.000 

6,000,000 

Providence 

Rl 

22-Dec-86 

SBIC 

2,015,000 

2750,000 

Providence 

Rl 

04-May-84 

SBIC 

2,00^500 

6.000.000 

Honolulu 

HI 

17-Feb-S4 

SBIC 

2.000,000 

0 

Culver  City 

CA 

05-JU1-78 

SSBIC 

iOOO.000 

2,000.000 

Farmington  Hill  Ml 

01-Jun-78 

SSBIC 

2.000.000 

6.000,000 

Enfield 

CT 

17-Oct-74 

SBIC 

1.900.000 

4,238,638 

Dayton 

OH 

29-Jul-81 

SSBIC 

1 ,835,000 

500,000 

Newark 

NJ 

28-JU1-70 

SSBIC 

1.826,000 

0 

Dallas 

TX 

30-Jun-75 

SSBIC 

1.764,616 

2673.000 

Boston 

MA 

06-Oct-61 

SBIC 

1.752800 

0 

Ann/krtoor 

Ml 

25-Feb-92 

SBIC 

1.750.000 

0 

Houston 

TX 

12-NOV-76 

SSBIC 

1,726.701 

1.679.000 

Maspeth 

NY 

16-Feb-77 

SSBIC 

1,700.200 

1,000.000 

Houston 

TX 

07-JUI-82 

SSBIC 

1,700.000 

1.300.000 

Houston 

TX 

10-Oct-60 

SBIC 

1,685,000 

0 

London 

KY 

19-Dec-78 

SBIC 

1.640,000 

0 

Los  Angeles 

CA 

04-Apr-84 

SSBIC 

1.597.336 

3.000.000 

West  Hartford 

CT 

23-Mar-77 

SBIC 

1.570.000 

3,690,000 

Mobile 

AL 

28-Jul-ai 

SSBIC 

1.550000 

500,000 

Houston 

TX 

22-Dec-86 

SSBIC 

1,550,000 

2.000,000 

New  Yori< 

NY 

24-Feb-83 

SSBIC 

1.540,597 

5.790,000 

Greenville 

SC 

16-Jul-81 

SBIC 

1,524,627 

0 

Los  Angeles 

CA 

24-Jun-87 

SSBIC 

1,510,000 

4,530.000 

Alhambra 

CA 

28-Dec-88 

SSBIC 

1.510.000 

1,510,000 

San  Francisco 

CA 

27-Aug-87 

SSBIC 

1 .500,000 

5,960,000 

Houston 

TX 

05-Mar-84 

SSBIC 

1.500.000 

3.000.000 

Boston 

MA 

2B-May-92 

SSBIC 

1.500.000 

0 

Monterey  Parte 

CA 

24-Nov-a2 

SSBIC 

1.500.000 

3.425,000 

Honolulu 

HI 

25-Jun-75 

SSBIC 

1.500.000 

500,000 

Burilngton 

VT 

25-Apr-88 

SBIC 

1.500.000 

0 

Charleston 

SC 

21-Jun-61 

SBIC 

1.487.424 

2.000,000 

NewYori< 

NY 

OS-Feb-85 

SSBIC 

1.448.417 

2.300,000 

New  Yori< 

NY 

06-May-87 

SSBIC 

1.402000 

4,200,000 

New  Yori< 

NY 

14-Jul-86 

SSBIC 

1.390.880 

2.700,000 

Atlanta 

GA 

05-Dec-86 

SSBIC 

1.390.500 

2070.000 

Washington 

DC 

07-Aug-79 

SSBIC 

1 .353.559 

1 .000.000 

Rushing 

NY 

31  -Mar-89 

SSBIC 

1.325,000 

2143.765 

New  York 

NY 

06-Feb-80 

SSBIC 

1.300,000 

1.950.000 

Hato  Ray 

PR 

07-NOV-74 

SSBIC 

1.287,500 

1.250,000 

Commack 

NY 

14-Feb-89 

SSBIC 

1.266,200 

2.450,000 

Greenville 

MS 

25-Sep-79 

SSBIC 

1.258,100 

0 

Memphis 

TN 

16-Dec-82 

SSBIC 

1,250,000 

0 

White  Plains 

NY 

19-Apr-72 

SBIC 

1,250.000 

4,500,000 

Arlington 

VA 

19-Oct-90 

SSBIC 

1.200.000 

0 

Utile  Rock 

AR 

06-Mar-75 

SBIC 

1,150,000 

3,250,000 

Chattanooga 

TN 

08-Oct-82 

SSBIC 

1,145,000 

1.000,000 

Miami 

FL 

01-May-89 

SSBIC 

1.144,000 

0 

60 


SBIC  Program  Licensee  as  o(  5/2/96 


SBIC  Name 

Northern  Pacific  Capital  Corporation 

Argonauts  MESBIC  Corporation  (The) 

Combined  Fund.  Inc.  (The) 

Cactus  Capital  Company 

Magna  Pacific  Investments 

Rrst  Growth  Capital.  Inc. 

VK  Capital  Company 

Peterson  Rnanoe  and  Investment  Company 

North  Texas  MESBIC.  Inc. 

Far  East  Capital  Corp. 

Tnjsty  Capital  Inc. 

Astar  Capital  Coip. 

South  Bay  Capital  Corporation 

Rrst  Commerce  &  Loan  LP 

Alabama  Small  Business  Investment  Compai 

AS  SBIC,  Inc. 

Capital  Circulation  Corporation 

Circle  Ventures.  Inc. 

Rushing  Capital  Corporation 

Genesee  Funding,  Inc. 

Intemational  Paper  Cap.  Formatioa  Inc. 

San  Joaquin  Business  Investment  Group  Inc 

Tappan  Zee  Capital  Corporation 

Transpac  Capital  Corporation 

Westem  General  Capital  Corporation 

Shorebank  Capital  Corporation 

Marcon  Capital  Corp. 

Rrst  American  Capital  Funding,  Inc. 

Market  Capital  Corp. 

Greater  Philadelphia  Venture  Capital  Corp. 

United  Rnancial  Resources  Corp. 

Asian  Amencan  Capital  Corporation 

ESLO  Capital  Corp. 

Exim  Capital  Corp. 

Bankers  Capital  Corp. 

Fair  Capital  Corp. 

Allied  Busir»ss  Investors.  Inc. 

Ally  Rnarce  Corp. 

Roco  Investment  Company,  Inc.  (The) 

Business  Achievement  Corporation 

Triad  Capital  Corp.  of  New  York 

Secunty  Rnandal  and  Investment  Corp. 

Positive  Enterpnses.  Inc. 

Amencan  Asian  Capital  Corporation 

Domestic  Capital  Corp. 

East  West  United  Investinent  Company 

NYBOC  Capital  Corp. 

Northeast  SBI  Corp. 

TOTAL  LESS  THAN  $3  million 
TOTAL  GREATHR  THAN  $3  million 
TOTAL  ALL  UCENSEES 


Date 

SBIC 

Private 

Leverage 

CItY 

State 

Licensed 

or  SSBIC       Capital 

from  SBA 

Portland 

OR 

18-Jan-62 

SBIC 

1,141,464 

1.000.000 

Framingham 

MA 

17-Jun-88 

SSBIC 

1,140,237 

2,000,000 

Chicago 

IL 

04-May-71 

SSBIC 

1,100,250 

2,729.000 

Worthington 

OH 

22-Sep-89 

SSBIC 

1,100,000 

1.100.000 

Glandale 

CA 

03-Dec-85 

SSBIC 

1,080,000 

2,160,000 

Fofsyth 

GA 

16-NOV-89 

SSBIC 

1,060,000 

a945.000 

San  Francisco 

CA 

07 -Feb- 86 

SBIC 

1,050.505 

500,000 

Chicago 

IL 

07-Feb-84 

SSBIC 

1.035.000 

0 

Dallas 

TX 

11-Jul-91 

SSBIC 

1,033,202 

3,100,000 

Los  Angeles 

CA 

26-Jun-89 

SSBIC 

1,025,000 

1,500,000 

New  York 

NY 

01-May-89 

SSBIC 

1,025,000 

2.025,000 

Temple  City 

CA 

06-NOV-86 

SSBIC 

1,020,000 

2.040,000 

Long  Beach 

CA 

25-Oct-89 

SSBIC 

1,020,000 

0 

Tucson 

AZ 

19-Oct-90 

SBIC 

i.oiaooo 

1,000,000 

inCirmingham 

AL 

05-Apr-88 

SSBIC 

1,005,000 

i000,000 

Cheshire 

CT 

17-NOV-76 

SBIC 

1,000,000 

1 ,000,000 

Fort  Lee 

NJ 

28-Mar-85 

SSBIC 

1,000,000 

zooo.ooo 

Indianapolis 

IN 

19-Aug-83 

SBIC 

1,000,000 

500.000 

Rushing 

NY 

24-Dec-90 

SSBIC 

1,000,000 

2,550,000 

Rochi  ster 

NY 

26-NOV-86 

SBIC 

1,000,000 

600,000 

Memphis 

TN 

05-NOV-81 

SSBIC 

1,000,000 

1,000,000 

:   Fresno 

CA 

23-Apr-88 

SSBIC 

1,000,000 

2,000,000 

Little  Falls 

NJ 

16-NOV-63 

SBIC 

1,000,000 

2,700,000 

aifton 

NJ 

28-May-87 

SSBIC 

1,000,000 

2,698.000 

Sherman  Oaks  CA 

02-Aug-89 

SSBIC 

1,000,000 

1 ,000,000 

Chkago 

IL 

03-Apr-78 

SSBIC 

980,000 

1 ,450,000 

Southport 

CT 

23-Oct-75 

SBIC 

826,550 

2,400,000 

Fountain  Valley  CA 

02-May-84 

SSBIC 

823.250 

1 ,646,000 

Tampa 

FL 

24-Mar-64 

SBIC 

786.000 

500,000 

Wayne 

PA 

31-Maf-72 

SSBIC 

760,981 

1,432800 

Omaha 

NE 

07-Jul-83 

SBIC 

750,000 

500,000 

Hayward 

CA 

23-Feb-81 

SSBIC 

706,a}0 

0 

Newark 

NJ 

31 -May- 79 

SBIC 

688,323 

1,030,000 

Now  York 

NY 

05-Jan-79 

SSBIC 

660,000 

1,310,000 

Kansas  City 

MO 

12-Feb-76 

SBIC 

632,000 

710.000 

New  York 

NY 

27-Sep-82 

SSBIC 

625.000 

500,000 

Monterey  Park 

CA 

29-0ec-82 

SSBIC 

600,000 

1,200,000 

Beverly  Hills 

CA 

04-Jun-82 

SSBIC 

600.000 

950,000 

Sctarrton 

sc 

05-JUI-61 

SBIC 

588,400 

0 

Newton 

MA 

08-Aug-63 

SBIC 

550,000 

1 ,490,000 

NewYori( 

NY 

25-N0V-83 

SSBIC 

545,253 

500,000 

Bethesda 

MO 

29-Dec-83 

SSBIC 

535.500 

1,500,000 

San  Francisco 

CA 

06-Jun-80 

SSBIC 

505,000 

505,000 

New  York 

NY 

12-NOV-76 

SSBIC 

503,000 

500,000 

Cranston 

Rl 

11-Dec-84 

SBIC 

500,000 

0 

McLean 

VA 

22-Jan-76 

SSBIC 

500,000 

i,ooaooo 

Albany 

NY 

02-NOV-73 

SBIC 

500,000 

0 

Boston 

MA 

07-Mav-74 

SBIC 

378.802 

1,130.000 

Number= 

I     124 

183.378.756 

197,455,703 

Numbers 

1     148 

3.345,168,508 

915,585,693 

Number: 

=     272 

3.529.147,264  1 

,113,041,396 
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HOT  GROWTH  COMPANIES 


To  win  a  position  in  ttMS  table. 
a  company  must  excel  in  three 
ways.  The  selection  process  be- 
gins by  ranking  companies  ac- 
cording to  their  three-year  results 
in  sales  growth,  earnings  growth. 
and  return  on  invested  capital. 
The  ranks  in  the  table  are  calcu- 
lated from  these  numbers.  A 
company's  composite  rank  is  the 
sum  of  0.5  times  its  rank  in  re- 
turn on  total  capital,  plus  0.25 
times  each  of  its  growth  ranks. 

Standard  &  Poor's  Compustat. 
a  division  of  The  McGraw-Hill 
Companies,  which  has  computer- 
ized  financial   data  on    10,000 


publicly  traded  cortwrations.  pro- 
vided the  pool  of  companies  from 
which  winners  were  selected.  To 
qualify,  a  company  has  to  have 
annual  sales  of  more  than  $10 
million  and  less  than  $150  mil- 
lion,   a    current    market    value 
greater  than  $1  million,  a  current 
stock  pnce  greater  than  $2,  and 
I  be  actively  traded.  Banks,  insur- 
ers, real  estate  firms,  and  utilities 
are  excluded.  So  are  companies 
I  with  sharp  declines  in  current  fi- 
I  nancial  results,  as  well  as  compa- 
I  nies  where  other  developments 
i  raise     questions     about     future 
I  performance. 


SALES  and  CARNINQS  are  the 

latest  available  through  the  most 
recent  12  months.  Earnings  in- 
clude net  income  from  continu- 
ing operations,  before  gams  or 
losses  from  extraordinary  items. 

INCREASES  in  SALES  and 
funis  are  calculated  using  the 
least-squares  method.  If  results 
for  the  earliest  year  are  negative, 
the  average  is  for  two  years. 

RETURN  ON  CAPTTAL  is  earn- 
ings plus  minority  interests  and 
tax-adiusted  interest  expense  ex- 
pressed as  a  percent  of  total 
debt  and  equity.  For  ranking  pur- 
poses,  the  maximum  allowaoie 


annual  return  on  invested  capital 
IS  100%.  If  companies  have 
made  substantial  accounting  re- 
statements, long-term  returns 
may  Be  averaged  for  two  years  in- 
stead of  three  years. 

Time  periods  vary  according  to 
the  month  of  a  company's  fiscal 
yearend.  Profitability  and  growth 
are  calculated  based  on  the  most 
recently  available  data. 

STOCK  PRICE  data  are  as  of 
May  3.  1996.  A  •  indicates  that 
a  company  also  appeared  in  last 
year's  rankings  (BW— May  22, 
1995). 


(STOCK  SYMBOU 
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1  lEMtBT  (RMOY)  Mountain  View.  Calil.  415-903-5200 
Ocugns.  makes,  and  markets  softwve  to  track  data  on  requests  for 

46.8 

9.0 

160.5 

272.9 

43.4 

82- 

21 

77 

125 

976 

2  aiROII  HrraHHIOIUU.  (ELTN)Chatswortn.  Calif.  818-885-64S4 
Check  cut  this  maker  of  bar-code-labei  pnnters 

42.4 

6.4 

182.5 

179.6 

49.9 

39- 

15 

29 

32 

194 

3  lOtIC  WORKS  lUSffK)  Pnnceton.  N.  J.  609-514-1177 
Clwnt/sener  database  design 

34.7 

1.7 

175.7 

153.1 

42.9 

22- 

11 

16 

106 

175 

4  APtC  TRUERVICES  (APAC)  Oeerfield.  III.  847-945-0055 
An  alternative  to  in-house  customer  service  and  sales  ooerations 

131.9 

15.1 

107.7 

123.2 

51.7 

88- 

18 

75 

105 

1721 

j^  OtTUTKEAll  jniau  (OSTM)  Greemlle.  S.  C.  S03-297-6775 

23.5 

5.2 

78.7 

165.5 

48.3 

34- 

10 

33 

50 

234 

6  UmCOMP  (UCMP)  Marietta.  Ga.  404-424-3684  • 
Develoos.  markets,  and  supplies  software  and  Unix-based  services 

21.4 

2.1 

82.7 

206.6 

39.1 

9- 

4 

8 

17 

35 

7  RETIREHENT  CUE  ASSOCItTES  (RCA)  Atlanta  404-255-7500  •                   119.2 
Owns  and  operates  nursing  homes  and  letireiiiem  homes  in  the  Southeast 

6.5 

313.9 

196.9 

32.5 

17- 

8 

13 

25 

141 

8  QtnUl  STSTEHS  lOrmc)  San  Jose.  Calrt.  408-262-5200 
Makes  eauipment  tor  the  semiconductor  indusoy 

47.7 

3.9 

101.2 

228.1 

33.4 

35- 

12 

16 

33 

119 

9  LOUM'SROUHOUSEtRDHSI  Nashville  615-885-9056 
Full-service  restaurant — steak,  seafood.  nl».  and  chicken 

31.9 

2.2 

78.0 

92.9 

70.1 

31- 

14 

31 

38 

96 

y  iO  OPU.  (OPAU  Santa  Clara.  Calif.  408-727-6060 

Semiconductor  eguioment  and  high-resdution  miooscooes 

51.9 

10.5 

82.3 

861.5 

27.8 

25- 

10 

15 

13 

130 

U  RPR  (HPRI)  Cambndge,  Mass.  617-679-8000 

Health-care  cost-containment  systems  at  your  fingertips 

24.0 

3.8 

44.2 

140.4 

40.9 

23- 

9 

23 

89 

326 

12  STHETRICS  INDUHRIES  (SYMTl  Melbourne.  Fla.  407-254-1500  • 
From  voice  mail  to  telecommunications  software  and  electronics 

22.3 

1.9 

92.2 

98.5 

32.1 

14- 

7 

10 

7 

13 

13  MOVIE  CAUERT  (MOVI)  Oothan.  Ala.  334-677-2108 

From  classics  to  blockbusters— video  remaB  in  the  Southeast 

123.1 

14.5 

173.0 

157.1 

27.6 

50- 

19 

30 

24 

359 

14  MMRICS  IICTEIIHTIOIIU.  (GSNX)  San  Jose.  Calf.  408-944-0212  • 
Maker  of  equipntent  used  in  semiconductor  manufactunng 

128.8 

18.9 

51.6 

172.6 

30.9 

27- 

9 

14 

10 

188 

16  KTBFt,  (ACTM)  Hudson.  Mass.  617-676-2400 

Products  for  computer-net^rcrking  systems  and  workstations 

126.6 

4.7 

69.0 

47.1 

55.0 

20- 

9 

16 

30 

139 

16  Oa  OETERtEin  (USAD)  East  Rutherford.  N.  J.  908-828-1800 
Laundry  and  household-cleaning  products 

115.7 

7.5 

71.2 

206.7 

27.3 

44- 

11 

44 

73 

583 

17  PBT  SERVICEJ(PMTS)  Brentwood.  Tenn.  615-254-1539  •                          94.4 
Pay  now.  not  later:  Electronic  credit-card  authonzation  and  oayment  systems 

5.7 

42.8 

104.5 

42.4 

30- 

7 

27 

76 

473 

18  UTU  IMTERUnOUl  (ATEA)  Chaltom.  Pa.  215-822-8888 
Software  solutions  tor  sales  and  customer  semce  needs 

50.6 

4.2 

44.5 

214.8 

29.4 

30- 

16 

28 

36 

303 

IB  CHAD  THERAPEimCS  (CTU)  Chatsworth.  Calif.  818-882-0883  • 

n'»^Thp  easv   MaVe'  of  a  oortable  oxvven  unit 


19.0        3.7         48.9       58.5       46.2         17-5         14       38     134 


25-150  0-96-3 
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HOT  GROWTH  COMPANIES 


COMPAMT  rSTOCK  SYMBOU  CUBHXT  nSULTI      Tima-nAM  AVDUOt  WVUIfJIt  I 


tia. 

mma 

icnjiarti 

Kmaa 

cm 

vma 

or.uv 

nam 

rilK 

20  tUERJa  EMPVOniEKT  EKTCTPRISU  (JOB)  OaKCrook  Jma.  ill.  lOe-iH-OiCC 
Prowdes  sutling  tor  tnfofmalion-technotogy  businesses 

19.8 

1.4 

19.2 

318.4 

37J 

12-4 

12 

19 

26 

21  UHBaiOGE  TICHNOLOET  PtRTNESS  (O^TPI  CamCndge.  Mss.  61 7. 374-9800  • 

144.8 

14.4 

89.6 

113.0 

27-1 

72-31 

65 

77 

949 

22  WItEUSS  TEUCQM  CROUP  WU)  Parvnus.  N.  J.  201-261-8797 
Mak«s  test  equipment  for  wireless  telecommunicjtions 

18-0 

5.8 

65-3 

98.2 

2ai 

22-11 

18 

26 

151 

23  MOOVIES  (MOOV)  Greenville.  S.  C.  864-213-1700 

Bnng  horne  tt^e  entertainment  from  this  video  specialty  superstore 

24.7 

1.8 

88.3 

59J 

30* 

23-10 

12 

24 

100 

24  HEOCtTH  (MCTH)  Charlotte.  N.  C.  704-M1-3228  • 
All  heart:  cardiology  and  cardiovascular  services 

41.4 

4.6 

70.5 

282.7 

224 

40-11 

37 

67 

324 

25  JCIEITIFIC  TICHIIOL06IES  (STIZ)  Haywart.  Cilit.  510-471-9717  • 

Manufactures  ana  distnOutes  optical  sensing  and  infrared  sefBory  devices 

36.7 

6J 

41.2 

67.5 

4M 

24-6 

16 

24 

154 

2«  la  TTCHNOIOCT  (ESST)  Fremont.  Calif.  510-226-1088 

Audio  solutions  txjr  multimedia  desMoos 

130.8 

5.8 

80.7 

48-2 

221 

«-13 

24 

185 

851 

^  lOCI  lOTTOM  lEntUUirrS  (BREW  Boulder.  Colo.  303-417-4nnn  • 
Casual  dining,  specialty  and  microOrewed  beer 

83.0 

3.2 

57.6 

35.8 

M3 

30-8 

13 

29 

92 

28  KUKETH  COli  PRODOCIIOKS  (KCP)  N.  Y..  N.  Y.  212-265-1500  • 
Outfitting  the  foot  Designer  shoes  for  men  and  women 

123.7 

10.2 

38.8 

67.3 

S2 

23-12 

19 

26 

253 

29  CTBD  COMPUnj  PRODUCTS  (CBXC)  Huntsville.  Ala.  20S-43O-4OO0 
Switches  that  allow  users  to  acress  over  100  PCs  at  once 

25.0 

4.7 

42.9 

73.7 

31S 

26-11 

18 

19 

99 

30  mURC  HEilTHCUE  GROUP  (STER)  Coral  Gables.  Ha.  305-441-191 1 
Uwugemem  services  for  hospital  ERs  in  19  states 

115.7 

2.8 

43.3 

55.9 

363 

20-10 

18 

39 

139 

31  UCROI  CAHINC  (SLOTl  Las  Vegas  702-896-7568  • 

111.4 

20.0 

81.8 

SZ.S 

2tS 

47-16 

47 

27 

534 

32  rUUil  FRACtMCES  (PARU  FL  Lauderdale.  Fla.  954-316-9008 
Go  deluxe  wrth  fT3grances.  cosmetics,  and  related  beauty  prooucts 

59.7 

7.3 

30J 

270.5 

zm 

13-5 

11 

15 

106 

33  UJH-Rin  IXTUUTIOIIU.  (MASK)  Burtoank.  Calif.  818-843-7220 
Makes  parts  (or  thin-film  magnetic  recording  heads 

31.3 

4.8 

25.0 

93.0 

3&4 

18-8 

11 

9 

48 

34  IKOdNSO)  Boston  617-351-3000  • 

Provides  software  tor  onginal-eauipment  manufacturers 

A&3 

3.0 

71.9 

31.8 

3U 

S»-27 

54 

257 

-699 

35  EICUKENCDl  San  Oiego  619-452-0882  • 

Color  ink-i«t  pnnters  for  floor  plans  and  other  lar^  paphies 

70-5 

8.0 

69.4 

73.8 

XA 

40-13 

-36- 

25 

198 

36  DIODES  (DIG)  Westlake  Village,  Calif  805-446-4800  • 
Producer  and  distnbutor  of  semiconductor  devices 

58-2 

4.7 

46.5 

133.4 

2U 

JO-7 

10 

11 

50 

37  RanTECHROLOCY  (HELXI  Mansfield.  Mass.  508-337-5111 
Vacuum  pumps  for  makers  of  flat-panel  displays  and  chips 

136.7 

24.0 

34.6 

96.2 

3as 

56-25 

38 

16 

369 

38  KOIIUTT  HOMES  (NOBH)  Ocala.  Fla.  904-732-5157  • 
Manufactures  and  sells  factory-constructed  homes 

31.8 

3.0 

45.4 

161.6 

2U 

18-5 

17 

U 

33 

38  COMPUia  MAIUCEmNT  SCIENCES  (CMS»  Jacksonville.  Fla.  904-737-8955 

30.2 

3.6 

34.5 

107.7 

2U 

28-15 

26 

35 

71 

40  CaPROBElCRPBlTempe.Anz.  602-967-7885 

Will  sparks  fty?  Try  their  semiconductor  testing  efluipmem 

30.8 

2.8 

45.7 

59.7 

219 

19-6 

15 

22 

60 

v^  FUlOl  STSTOIS  (FUSN)  Rockville.  Md.  301-251-0300  • 
A  samiconductpr  equipment  supplier 

122.1 

16.2 

50J 

122.7 

2U 

JB-21 

27 

14 

210 

42  ONIMUICRODP  (UNMG)  Ar^e.  Tei.  817-491-2992 
Marltets.  iwm  rsvn.  and  distributes  crtms  and  tropical  fruits 

36.9 

2.9 

58.1 

472.2 

1S2 

17-6 

17 

31 

97 

43  IMASE  EIIIKT/UNHEIT  (DISK)  Chatswmh,  Calif.  818-407-9100  • 
Optical  laser  disks  for  home  entertainment 

94.5 

3.5 

17.4 

50.7 

4L4 

9-6 

7 

12 

97 

44  lETHAMCE  (NETMI  Cupertino.  Calif.  408-973-7171  • 
Inlai networking  applications  for  Micnsoft  Windovrs 

131.5 

22.0 

193.0 

200.3 

1&3 

34-9 

14 

27 

591 

45  DRISOI)  SOFTWUE  (UNSN)  Santa  Clara.  Calif.  a0S-9BB-2BO0 
Software  for  workload,  storage,  and  output  management 

26.1 

3.4 

22.2 

132-7 

27a 

26-11 

26 

57 

191 

U  COlORUa  0«T»  TICHROLOeiES  (CDTX)  New  MiHord.  Conn.  203-355-3178 
Its  caller  1.  D.  displays  let  you  know  who  a  on  the  phone 

77.9 

12.9 

98.3 

240.9 

lU 

27-14 

22 

25 

337 

47  STOUtE  COHPUTU  (SOS)  Nashua.  N.  H.  603-880-3005 
As  tneir  name  says,  specialists  in  conwut»  storage  systems 

23.1 

2J 

132.7 

349.5 

113 

12-7 

9 

43 

96 

48  ATtU  SOFTWUE  (ATSW)  Natick.  Mass.  508-650-5100 

Software  products  that  help  companies  market  more  etficientty 

45.6 

6.0 

173.6 

170.7 

1&9 

fii-21 

52 

129 

739 
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eumitr  iasu.Ts 

THnZ-VEAII  AVnUOD 

MVIST1MO«T  DATS 

.  . .    z ■ 

SMB 
IML 

EMMS 

la. 

■ousEni 

utunoi 
anw 

stonncc 

DUD 

HMD 

m-im 

(tCWt 

•out 
ta. 

4>  PnCErmOl  (PRCP)  Farmmgtan  Hillj.  Mich.  810-478-7710  •                   40.4 
Ocstcns.  ae«iocs.  maktj.  and  nurtoa  me*surtment  scnson  foe  manulactunng 

9.8 

42.9 

78.7 

26.2 

36- 

11 

36 

27 

241 

GO  SDlf  SI)imilH>ICUSUPPlT(GSMS)Rid|Kljn<J.  Miu.  601-856-5900* 
Whotesater  ai  medcal  supplies  to  the  tong-tenn  care  industry 

133J 

9.0 

49.5 

79.3 

23.2 

44- 

19 

41 

63 

563 

61  MWSM  IKTaiAHOIUl  (HRSH)  Hauppauge.  N.  1.  516-436-7100  • 
Stitcti  in  time;  Ernbroidery  equipment  and  software 

91.0 

6.6 

29.2 

48.3 

32.3 

17- 

9 

16 

15 

98 

S2  UnSDI  (SfSK)  San  Qiego  619-794-81 1 1  • 

127.5 

17.2 

54.7 

40.0 

26.9 

37- 

U 

37 

28 

454 

S3  nESHAMEIICAlFRES)  Houston  713-444-8596 

Optrates  fresh  produce  depaitmena  for  some  Wal-Mart  stores 

145.2 

2.5 

27.4 

53.2 

31.6 

16- 

4 

15 

24 

53 

M  in  rraoo  El  Paso  915-533-4600 

Mates  electrenies  equipmwit  such  ti  fiber  optics  for  cable  TV 

87J 

15.0 

35.2 

1728.2 

18.8 

29- 

16 

28 

19 

2BI 

56  ninOI  CDHPOIEm  aAm  Sama  Clanu.  Calll.  805-257-6060 
DisHibutB  a  wide  variety  of  transoton.  diodes,  and  semiconductors 

35.7 

4.3 

49.3 

99.0 

20.8 

12- 

6 

6 

9 

43 

jj.6«  «fPO«IM«OUCn(RFP)Vooft>e«s,  N.J.  609-751-0033 

''         Designs,  mawufadures.  and  martiels  ndio-freQuency  power  systems 

29.7 

2.0 

46.3 

148J 

20.0 

8- 

•2 

5 

31 

63 

67  lEPUCTBit  (RfTN)  Tampa,  Ha.  813-885-7481 

Ry  high  and  never  leave  the  pound  with  their  electronic  flight  vmulators 

93J 

4.5 

18.3 

32.5 

37.5 

20- 

10 

19 

14 

S3 

61  UOOU  AUTOHAnai  (BRKS)  Chelmsford.  Mass.  508-262-2400  • 

68.4 

7.0 

61J 

136.5 

18.2 

25- 

-10 

14 

16 

101 

60  VEIITU  SOfnrUE  (VRT5)  Mountam  V^^ew.  CalH.  415-335«X)0 

Pnducs  tnal  help  convert  large  mamframes  to  smaller  computer  systems 

25.9 

9.2 

59.4 

187.4 

16.8 

48- 

15 

48 

49 

423 

60  UiaieUIJST(AMaMin«ola,N.Y.  516-248-6100 
Compiles  and  computerucs  lists  of  students  for  martteten 

1B.9 

7.6 

23.1 

29.9 

35.5 

38- 

■23 

31 

18 

139 

^1  APPUU  VOICE  HUROlOtT  (AVTCl  KirtUand.  Wash.  206-820-6000  • 
Its  software  ailmn  ^nu  to  pick  up  phorw  messages  from  your  PC 

33.6 

1.1 

31.1 

112  J 

24.1 

20- 

-8 

12 

61 

64 

O  COMPina  nUPHUE  (CPOJ  Wamum.  Mass.  617-466-8080 
Markets  discount  calling  plans.  800  services,  and  such  for  telcos 

28.9 

3J 

33.4 

132.2 

22.9 

20- 

•3 

12 

36 

113 

a  EPIC  DESIH  TCCHIOLOtr  (EPIC)  Sunnyvale.  Calif.  408-733-8080 
Suftwaie  for  intcpitad  circuit  designee 

35.0 

3.6 

109.4 

28.1 

21.8 

37- 

•13- 

A2 

.137. 

..«»^ 

^64  SEtinnTDTUIIICS1IClUni[0tIB(SOT1)CamPr<dgB.  Mass.  6 17-547-7820    39.7        7.2 
"^       Disivn,  dewlopi,  and  inartats  sacunty  products  for  computer-based  infomiatnn  reaouces 

62.6 

99.7 

18.4 

88- 

-17 

aa. 

.160 

1046 

66  OJtn  SmtlB  1  SOnWUE  (DSSD  Uahwah.  N.  J.  201-529-2026 
On»<tcD  snooping  for  software  senices  and  design 

137.6 

19.3 

93.3 

82.2 

17.3 

14- 

-5 

9 

3 

62 

66  EASTUr  (EBAY)  Wausau,  Wis.  71&«45-5538 

LitM  play  ball!  Direct  martieler  of  tfhIetK  sporting  goods 

114.5 

7.7 

35.7 

28.1 

28.6 

25- 

-15 

15 

10 

91 

67  C8IIEIEnCflaiUnCinOIBSniIIB(CCSC)LMSburg.Va.  703-72^4400  •  45.2 
No  ecM.  Digital  and  acoustic  echocancellatun  technology 

8.1 

35.6 

180.4 

18.4 

29- 

-10 

20 

37 

293 

68  EDPiaaiX  (EUPH)  Palo  Alto,  Calif.  41^^5-0400 

Digitally  conmlled  moiing  consoles  lor  the  audio  industry 

17.0 

OJ 

46.5 

37.8 

24J 

12- 

-8 

10 

136 

51 

69  COUO  PlOOOCn  (CNSO)  Union,  S.C.  803-427-9004 

Mlh  thev  decorative  Inmmings,  yaw  home  could  be  a  palace 

68.0 

5.8 

38.1 

51.5 

25.7 

20- 

-9 

16 

13 

81 

70  UfATtm  lIBIinilES  (LAFIE)  N.  Y..  N.  Y  718-346-3099 
Stick  'em  up  m  their  cabinets  and  wall  units 

17.6 

0.9 

46.7 

1S4.1 

15.9 

7- 

2 

4 

6 

5 

71  lUCIOIIESU(MACR)  San  Francisco  415-252-2000 

Owetocs  digital  arts,  multimedia,  and  Wetxwblishing  software 

116.7 

23.0 

67.7 

171.5 

14.8 

64- 

-16 

38 

64 

1328 

72  CnAUU  HUIETUt  (PCS)  St  Petersburg  813-579-5000  • 
Itl  scanning  systems  spurt  coupons  at  checlcout  counters 

134.2 

22.0 

23.2 

38.6 

2S.8 

81- 

-40 

77 

35 

740 

73  miiU  KOOmiEJ  (MLR)  Atlanu  770-98&O797                                    117.7        6.9 
Manufacnns  tmnng  and  recovery  equipment  that  forms  bodies  of  wreckers  and  earners 

60.2 

85.1 

18.1 

31- 

-11 

30 

43 

292 

74  CIIEI  (CIBR)  EnglcwDod.  Colo.  303-2200100 

131.2 

6.1 

70.6 

88.6 

16.8 

41- 

-13 

38 

50 

299 

t  tUUiniUSE  CaMMOmUTIU  (GVIU  Sunnyvale.  Calif.  41&.523-1000 
Modems  and  other  accessories  for  Macs 

144.5 

8.8 

83.5 

75.5 

16.3 

26- 

-10 

17 

35 

264 

J,  n  OOCUieUL  lEVEUPSEn  (EDUCI  TuUa  918^22-4522 
*       A  aorW  of  fact  and  fantasy  through  children's  books 

18.4 

1.7 

44.3 

71.8 

204 

13- 

-6 

12 

37 

54 

77  US  nAFrilt  SEHVICE:  ISOSSI  Salt  Lake  City  80 1  -484-4400                    93.0 
Loader  in  prmding  individuals  for  short-  and  long-temi  temporary  assignments 

2.6 

27.8 

55.9 

25.4 

15- 

-7 

12 

31 

82 
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'•MT  (STOCK  SVMBOLI 


cuanMT  nsuLTS    tmrh-tuii  tvnueis 


sun 
tw. 

uutwcs 
iia. 

KKAarxi 
Mii      norm 

■nunoa 

UKM 

u«t« 

HKH  -  lOl'. 

HICDII 

wo 

«1UI 

j^re  CimillUUCKC8UK)Sejni«20M22-4191 
T^        Manufactures  mens  traditional  soortswear 

19.3 

0.9 

34.2 

201.8 

16.3 

13- 

6 

12 

32 

44 

|r  79  irailJ(STRL)  Mentor.  Ohio  216-354-2600  • 

Infection-orevention  synems  ana  oroOucts  lor  the  «wfd  heallh<are  marte 

91.2 

12.8 

49.6 

71.9 

18.2 

45- 

19 

33 

49 

582 

80  P«M«TtCH  RtSURCH  t  OtVELOPMEIT  (PNTC)  Albuquerque  505-271-2200 
Manutactum  oropnetary  accessories  for  the  airless-oaint-SDraying  industry 

U.b 

1.8 

33.1 

73.1 

21.1 

9- 

3 

5 

10 

18 

81  CTIERDPTICS  (CYBE)  Ckilden  valley.  Minn.  612-542-5000 
Designs,  develops,  and  manufactures  laser-sensor  systems 

34.5 

5.8 

51.2 

132.8 

15.1 

41- 

14 

22 

21 

124 

82  HICaiL  (MCRL)  San  Jose.  Calif.  408-944-0800 
Designs  and  manufactures  analog  integrated  circuits 

55.1 

7.7 

47.7 

140.2 

15.1 

33- 

12 

16 

21 

145 

83  JArnrm  (safd  Frertwrn,  aw.  510-226-9600  •                         32.5 

Vital  signs  monitored:  Sensor-oased  mstnimemi  lor  the  safety  and  health  markets 

3.4 

33.3 

34.7 

24.4 

18- 

11 

13 

14 

43 

84  PIDIECTSOnWME  I  DEVnjJPHnKPSOnCamfindge.  Mai.  617-661-1444  « 
aient-server.  capital-asset-rruimenance  software 

58.0 

7.5 

23.7 

sej 

21.0 

42- 

15 

31 

38 

288 

85  f  UST  TEAM  SPORTS  (FTSPI  Mourws  View,  Minn.  612-576-3500 
Let  tfw  good  times  rqll  with  ttier  in-line  skates 

97.7 

7.8 

44.6 

67.7 

18.5 

32- 

11 

16 

12 

90 

86  «TC  ENyiROIIIIEMm  (ATCE)  N  Y.  NY.  212-353-8280  • 
Environmental  consulting:  water,  air.  and  metals  testing 

43.8 

4.3 

38.2 

123.9 

17.0 

18- 

11 

13 

19 

97 

87  TIHIEIUNE  SOFTWARE  rTMBS)  Beaverton.  Ore.  503-626-6775 
Accounting  and  information  management  software  lor  builders 

25.6 

2.0 

18.6 

75.9 

21.4 

17- 

7 

16 

29 

54 

)(.  88  nCH«E  (TECH)  Mmneapolis  612-379-8854 

Bnlogical  diagnostic  kits  lor  research,  hospitals,  and  clinics 

52.8 

8.1 

30.0 

46.7 

233 

28- 

13 

28 

33 

263 

8S  CEJnn  (GNTX)  Zeeland.  Mich.  616-772-1800  • 

121.4 

17.7 

39.3 

53.1 

20.1 

42- 

16 

39 

39 

672 

<f  M  COSin  (CGNX)  Natick.  Mass.  508-650- "tOOO 

Computers  that  see?  Makers  of  machine  vision  systems 

120.0 

23.0 

52.9 

54.6 

17.3 

39- 

14 

24 

36 

970 

tl  BAUAMHRE  OF  OMAHA  (BTNI  Omaha  402-453-4444 

41.8 

3.3 

28.2 

52.0 

22.5 

15- 

6 

14 

20 

63 

92  PE««  RATIDRAL  CAHUC  (PENN)  Wyomissing.  Pa.  610-373-2400 

Place  your  bets  on  the  thorougnsreds  at  the  Penn  National  Race  Course 

59.4 

5.3 

16.8 

85.1 

20.8 

33- 

ui: 

_:-3a_ 

-2A 

J3^ 

93  lO-IACI  (LOJN)  Oedham.  Mass.  617-326-4700 

With  tfwir  devKe  ontuard.  vptf  stolen  car  can  be  lound  quickly 

52.5 

12.0 

31.7 

193.2 

15.1 

18- 

■  9 

-.'? 

26 

291 

»4  IICHTHARACEUERTCONSUITAITSIRMCI)  Philadelphia  215-988-1588       119.1 
Owmsmng  is  Rights  business,  providing  outplacement  services  to  companies 

8.5 

28.3 

80.0 

19.6 

38- 

13 

35 

18 

142 

.^95  CEITURUL  nCHROLOCIB  (CTN)  Billenca.  Mast.  508470^)646 
Laser  pnnter  font  cartridges 

29.6 

3.2 

41.7 

40.8 

20.2 

22- 

10 

20 

44 

119 

96  FAIR.  ISAAC  (FIC)  San  Rafael.  Calif.  415-472-2211 
Good  credit  bad  credit,  no  cndit'  Rates  creditwortliiness 

129.8 

14.8 

38.4 

51.6 

20.1 

44- 

22 

44 

38 

546 

97  IIROVn  (INVX)  Hopkins.  Minn.  612-938-4155 
Lead-wire  assembly  lor  heads  of  hartf-disk  drrves 

56.3 

12.0 

12.8 

117.0 

18.7 

25- 

12 

14 

8 

97 

98  ABATIIENVIRORMEinAUABDO  Dallas  214-381-1 146 
Distributes  supplies  used  lor  lead  and  asbestos  abatement 

29.3 

0.9 

34.1 

141.8 

15.7 

S- 

-2 

5 

11 

10 

99  URBM  OUTFITTIRS  (URBNI  Philadelphia  215-564-2313  • 
Clothing  and  specialty  items  Icr  tfte  home 

133.0 

12.3 

31.0 

43.9 

21.8 

35- 

18 

35 

25 

301 

100  MICKT  TMNSPORTATIO*  (KNGT)  Phcenii  602-269-2000 
They  stock  the  shelves  of  West  Coast  grticers 

60.8 

6.1 

45.6 

63.8 

17.1 

19- 

12 

19 

28 

171 
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N  A  S  B  I  C 

NATIONAL  ASSOCIATION  OF  SMALL  BUSINESS  INVESTMENT  COMPANIES 

1 199  N.  Fairfax  Street  •  Suite  200  •  Alexandna.  VA  22314  •  Tel:  (703)  683-1601  •  FAX:  (703)  683-1605 


OmCERS 

Ourmun 

•  KEFTH  R.  FOX 

Exeler  Venture  Lenders.  LP. 
New  York.  W 
Lhi\man-Elf(l 

•  HARVEY  GRANAT 

Sierlinp  Commercial  Opital,  Inc  _. 

Gr.,,N.kNn  Statement 

Vue  Chainnon 

•  CW  DICK 

Pioneer  Ventures,  LP  -  _  .  -  . 

Boston.  MA 

Srrwlilry 

•  JAMES  F  OTX)NNELL 

Capital  For  Business,  Inc                                                                                                                                                            f\W 
Si  Louis,  MO                                                                                                                                                                          W* 
Trcasum 
'  MICHAEL  BROWN 
Stratlord  CapiUl  Partner,  L  P 
Dallas.  TX 
Pmidenl  

Sc"^" "  Keith  R.  Fox 

Alexandria,  VA  rf^l_       • 

BOARD  Of  GOVERNORS  VyIldJFIIIall 

Thf  Officm  and 

THOMAS  )  ADAMEK 

Premier  Venlure  Capital  Corp 

Balon  RouKe,  LA 

NICHOUS  B.  BINKLEY  ■»  T         •  «      A  •  • 

Krn^'  National  Association 

•  EDWARD  C-  BROWN  _1» 

Hanilen  ImhoH  Mezzanine  Fund.  LP  "1. 

MviD^'^corr  Small  Business  Investment  Companies 

,^ortn  Atlantic  Capital  Corp  ■■ 

Portland.  ME 

•  WILLIAM  F  DUNBAR 
AlliedCapiUl  Advisers,  Inc 
WashinElon  DC 
MICHAEL  F  ELLIOTT 
NationsBank  Leveraged  Capital  Croup 
Charlotte.  NC 

WILLIAM  I  HARPER 

Fir^i  Commerce  Capital.  Inc 

New  Orleans,  LA 

DAVID  McL  HlllMAN 

PNC  Et^uitv  Management  Corp 

PittsburBh.  PA 

PAUL  M.  KELLEY 

Zero  StaRe  Capital 

Cambndpe,  MA 

RICHARD  CKUFFKY 

First  New  England  Gpilal,  LP 

Hantord,CT 

FRANK  R.  KLINE 

Kline  Hawkes  Calilomia  SBIC,  L  P 

Lcii  Anpeles,  CA 

THOMAS  L  LOEHR 

Fourth  Venture  Investment  Group,  Inc 

Charleston,  m 

L  RAY  MONCRIEF 

Mountain  Venhjres,  inc 

London.  KY 

s:rvXc„„p .  Committee  on  Small  Business 

Kansas  Citv,  MO 


before  the 

;e  on  Small 
United  States  House  of  Representatives 


•  JAMES  A.  PARSONS 
RFE  Investment  Partners 
New  Canaan,  CT 

•  RAYMOND  R.  RAFFERTY.  JR. 
Meridian  Venture  Partners 
Radnor.  PA 

WILLIAM  REISLER 
Kansas  Citv  Equity  Partners 
Prame  Village,  kS 
JOHN  C  WEISS  III 
Anihem  Capital.  LP 

'iltimore.  MD 

riOMAS  WESTBROOK 
Allied  Capital  Advisers.  Inc 
Washington.  DC 

JOHN  P  WHALEY  ¥      _        ^      1  AA^ 

Norwesl  Venture  CapiUl  J  line    D«    IWO 

Minneapolis.  MN  ^^  7 

MATTHEW  L  WTTTE 
Marwit  Capital,  LLC 
Newport  Bleach,  CA 

•  liKulm  Comm\tlec 
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Madam  Chairman  and  Members  of  the  Committee: 

I  appreciate  the  opportunity  to  testify  today  with  respect  to  S.1784,  the  Small  Business 
Investment  Company  Improvement  Act  of  1996,  the  legislation  initiative  recently  passed  by  the 
Senate  Small  Business  Committee.  I  am  here  in  my  capacity  as  Chairman  of  the  National 
Association  of  Small  Business  Investment  Companies  (NASBIC),  the  trade  association 
representing  the  SBIC  industry. 

In  my  professional  capacity,  I  am  the  managing  partner  of  two  SBICs,  both  licensed  under  the 
1994  regulations.  One  of  the  SBICs  is  a  debenture  fund  and  the  other  is  a  participating 
securities  fund.  Also,  my  partners  and  I  have  pending  with  the  SBA  a  license  application  for  a 
second  participating  securities  SBIC.  Finally,  from  1981  through  1986, 1  worked  for  a  bank 
affiliate  SBIC.  I  hope  my  experience  in  all  aspects  of  the  SBIC  program  will  be  of  assistance  to 
this  committee  as  you  consider  the  legislation  now  before  you  and  the  future  of  the  SBIC 
program. 

I  and  NASBIC  would  like  to  commend  you  for  the  interest  and  support  you  have  shown  with 
respect  to  the  SBIC  program.  This  committee's  work  in  securing  passage  of  the  1992  SBIC 
legislation  was  a  crucial  step  in  the  current  rebirth  of  the  industry.  We  in  the  industry  look 
forward  to  working  with  you  again  to  find  additional  ways  to  improve  the  program  with  respect 
to  both  safety  and  soundness  and  operational  improvements  that  will  help  the  program  better 
serve  U.S.  small  businesses.  In  this  regard,  we  believe  that  S.1784  represents  an  excellent 
base  upon  which  to  craft  a  final  bill  which  will  meet  the  needs  of  Government,  SBICs,  and 
U.S.  small  businesses. 

Specifically: 

•  The  provisions  addressing  safety  and  soundness  (including  increases  in  required  capital, 
ownership  diversification,  third  party  debt,  and  valuations)  strengthen  the  enabling 
legislation  without  unduly  restricting  the  flexibility  required  by  the  Administration  in 
drafting  implementing  regulations. 

•  The  increase  in  the  authorization  level  for  the  debenture  program  (that  for  the  participating 
securities  program  already  being  sufficient)  is  absolutely  essential  if  the  debenture  program 
is  to  grow  in  effectiveness  in  helping  small  businesses  and  continue  to  improve  its  current 
record  of  dramatically  improved  safety  and  soundness. 

•  The  imposition  of  increases  in  leverage  fees  and  interest  factors  will  reduce  the  subsidy  rates 
so  as  to  permit  the  required  growth  of  the  overall  SBIC  program  at  a  total  appropriation  level 
of  almost  12  percent  less  than  that  of  FV96. 

A.    Background 

First  created  in  1958,  the  SBIC  program  has  been  instrumental  in  helping  U.S.  small 
businesses  in  their  formative  stages.  Over  the  years,  SBICs  have  invested  approximately  $13 
billion  in  over  75,(X)0  small  businesses.  Over  $1.3  billion  was  invested  in  1995.  Total  SBIC 
investments  are  estimated  to  have  created  more  than  one  million  jobs  in  the  manufacturing  and 
service  sectors  of  the  economy.  Some  of  America's  most  successful  companies  received  early 
rounds  of  financing  from  SBICs.  Included  in  this  group  are  Sun  Microsystems,  Apple 
Computer,  Intel,  American  Express,  America  Online,  Callaway  Golf,  Outback  Steakhouse,  and 
Mothers  Work. 
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Congressional  action  of  1992,  only  implemented  in  1994,  substantially  improved  the  SBIC 
program  and  has  brought  with  it  a  significant  SBIC  renaissance.  Sixty-five  new  SBICs  have 
been  licensed  since  1994  (34  participating  security  SBICs  and  31  debenture  SBICs),  bringing 
$827  million  in  new  private  capital  into  the  program,  all  to  the  advantage  of  small  U.S. 
businesses.  This  is  more  private  capital  in  less  than  two  years  than  had  been  invested  in  the 
SBIC  program  in  the  previous  15  years.  Additionally,  as  of  May  30, 1996,  there  were  70 
additional  license  applications  pending  at  SBA  representing  the  potential  for  another  $975 
million  in  private  capital  to  be  brought  into  the  program.  Finally,  with  respect  to  the 
participating  securities  program,  newly  created  by  the  1992  legislation,  the  Government  has 
already  received  over  $260,000  in  profits  over  and  above  its  principal  and  prioritized  payments 
and  will  likely  receive  another  $290,000  more  in  profits  before  the  year  is  out.  These  profit 
payments  to  the  Government  have  occurred  years  before  originally  projected  and  are  a  real 
indication  of  the  strength  of  the  improved  SBIC  program.  .. 

With  respect  to  safety  and  soundness,  we  believe  the  SBIC  program  is  healthier,  more 
successful,  and  less  costly  to  the  Government  than  it  has  ever  been  in  terms  of  providing  long- 
term,  patient  capital  to  U.S.  small  businesses.  Current  Services  subsidy  rates  used  by  0MB  are 
falling  as  results  attributable  to  the  improved  program  begin  to  take  hold,  and  we  are  certain  they 
will  fall  much  further  in  the  years  to  come.  This  means  that  in  terms  of  appropriated  funds,  the 
SBIC  program  is  truly  doing  "more  with  less."  We  have  been  told  by  SBA  that  if  the  increases 
in  fees  and  interest  proposed  in  the  bill  become  operative,  the  FY'97  appropriation  needed  to 
drive  the  combined  $625  million  program  called  for  by  the  President  will  be  $35.8  million. 
That  compares  with  FY'96's  $40.5  million  appropriation  driving  a  $381  million  program.  The 
result  would  be  a  1 2  percent  decrease  ($4.7  million)  in  appropriated  funds  but  a  64  percent 
increase  ($244  million)  for  investments  in  small  businesses  and  the  jobs  and  technologies  they 
create. 

As  we  have  said  before,  the  potential  for  SBICs  to  help  U.S.  small  businesses  is  great  and  that 
help  is  definitely  needed.  As  this  committee's  recent  hearings  on  access  to  capital  have 
underscored,  U.S.  small  businesses  still  have  great  difficulty  raising  the  long-term  patient 
capital  they  need  to  create  the  jobs  and  technologies  that  are  the  foundation  of  our  country. 
Increasingly,  non-SBIC  venture  capital  is  being  consolidated  in  very  large  funds,  making  loans 
and  equity  investments  in  the  critical  $250,000  to  $3  million  range  impractical  and  uneconomical 
for  large  fund  managers.  This  is  the  gap  filled  by  SBICs.  In  addition,  a  greater  pjercentage  of 
U.S.  venture  capital  than  ever  before  is  being  invested  overseas  in  non-U.S.  companies. 
Because  of  the  realities  of  the  global  economy,  a  large  percentage  of  those  foreign  companies 
will  compete  with  the  same  small  U.S.  companies  that  find  it  difficult  to  raise  the  money  they 
need  to  grow.  The  improved  and  growing  SBIC  program  can  be  a  balancing  force  in  that 
equation  if  it  is  allowed  to  grow. 

B.    The  Small  Business  Investment  Company  Improvement  Act  of  1996 

With  the  above  background,  I  would  now  like  to  comment  on  some  aspects  of  the  Small 
Business  Investment  Company  Improvement  Act  of  1996  as  passed  by  the  Senate  Small 
Business  Committee. 

1.    The  debenture  program  is  an  important  and  sound  part  of  the  overall  SBIC 
program.     Growth  in  the  program  is  essential  to  its  effectiveness  and  future. 

The  debenture  program  is  an  integral  part  of  the  overall  SBIC  program.  Debenture  SBICs  meet 
small  business  needs  not  addressed  by  participating  securities  SBICs  or  by  other  lenders.  The 
abUity  and  option  to  finance  operations,  expansion,  and/or  acquisitions  through  the  use  of  debt 
is  often  in  the  best  interest  of  the  small  business  seeking  capital.  Equity  and  control  dilution  are 
minimized,  allowing  entrepreneurs  with  the  cash  flow  required  to  meet  current  debt  payments  to 
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retain  a  greater  measure  of  control  and  future  profits  for  themselves.  In  addition,  from  an  equity 
investor's  point  of  view,  the  small  business,  although  otherwise  sound,  simply  may  not  be  the 
type  projecting  the  possibility  of  substantial  return  on  investment  necessary  to  attract  equity 
capital.  Without  the  debenture  program,  such  "Main  Street"  businesses,  staples  for  the  SBIC 
program,  would  find  it  even  more  difficult  than  at  present  to  find  financing. 

Some  have  questioned  the  continued  need  for  the  debenture  program,  suggesting  that  the  SBA's 
7(a)  loan  program  is  sufficient  to  meet  the  loan  needs  of  small  companies.  Nothing  could  be 
furUier  from  the  truth.  While  both  programs  provide  debt  capital  to  small  businesses,  there  are 
distinct  differences  in  the  thrusts  of  the  two  programs.  The  proceeds  from  7(a)  loans,  which  are 
directly  guaranteed  up  to  75  percent  by  the  SB  A,  are  normally  used  for  the  acquisition  of  real 
estate,  the  purchase  of  machinery  and  equipment,  renovations,  debt  consolidation  and/or 
working  capital.  The  maximum  permissible  guarantee  amount  is  $750,000  and  SB  A  has  the 
authority  to  limit  actual  loan  amounts,  as  it  did  last  year.  At  that  time,  SBA  set  the  loan  limit  at 
$500,000.  The  loans  are  fully  secured  with  collateral  and  require  the  personal  guarantees  of  the 
small  business  principals.  The  borrowers  tend  to  be  smaller  and  less  complex  companies,  and 
many  would  be  unable  to  service  their  loan  obligations  were  it  not  for  the  long  maturities 
available  under  the  7(a)  program  -  as  long  as  25  years  on  real  estate  loans. 

The  SBIC  debenture  program  fills  a  different  niche  for  small  businesses.  The  proceeds  from 
SBIC  loans,  which  carry  no  direct  guarantee  by  the  SBA  and  are  not  limited  in  amount,  are 
generally  used  for  business  expansion  or  acquisition.  Small  businesses  that  use  this  form  of 
financing  are  generally  more  complex  and  able  to  service  shorter  term  debt  (typically  5  -  10 
years)  on  a  current  basis.  If  there  is  collateral  for  the  loan,  the  SBIC's  position  will  generally  be 
subordinate  to  that  of  a  "senior"  lender,  such  as  a  bank.  Indeed,  this  "mezzanine"  position 
between  the  equity  of  the  small  business  and  the  primary  bank's  first  security  position,  is  a 
critical  position  for  most  expansion  plans.  Because  of  this,  the  debt  may  have  a  convertibility 
feature  or  carry  warrants  with  it  to  allow  the  SBIC  to  acquire  some  equity  in  the  small  business 
in  the  future  based  on  the  company's  performance.  This  focus  on  the  expansion  needs  of 
growth  oriented  small  businesses  is  the  primary  distinguishing  factor  between  the  7(a)  and 
SBIC  debenture  program.  Moreover,  SBIC  debenture  lenders  frequently  assist  their  small 
business  borrowers  with  planning  and  strategy  and  may  serve  on  the  companies'  Boards  of 
Directors.  The  debenture  program  represents  the  critical  middle  ground  between  traditional 
bank  financing  and  100  percent  equity  financing.  The  7(a)  program  cannot  address  the  need  the 
SBIC  debenture  program  fills. 

The  debenture  program  must  continue  to  grow  if  it  is  to  be  effective  and  enjoy  the  best  in  long- 
term  soundness.  The  current  demand  for  leverage  far  exceeds  the  supply.  A  reasonable  balance 
must  be  struck.  Not  only  is  the  balance  important  for  the  small  businesses  that  will  benefit  from 
the  increased  availability  of  funds,  but  the  long-term  soundness  of  the  program  will  be 
enhanced.  Those  seeking  to  enter  the  program  now  represent  the  best  in  professional  investors 
and  fund  managers.  To  Ae  extent  that  they  feel  that  the  Government  will  not  be  a  reliable 
limited  partner  with  respect  to  leverage,  they  will  opt  out  of  the  SBIC  program.  The  larger  the 
program  (within  limits  set  by  reasonable  demand)  and  the  greater  the  percentage  of  SBICs  with 
die  best  of  professionals  involved,  the  greater  the  long-term  stability  and  soundness  of  the 
program. 

Madam  Chairman,  with  regard  to  safety  and  soundness,  I  recall  from  our  meeting  of  last  year 
your  unhappiness  with  the  debenture  side  of  the  SBIC  program.  As  that  unhappiness  related  to 
the  pre- 1992  SBIC  program,  your  unhappiness  was  understandable  and  justified.  However, 
the  1992  legislation,  the  1994  Regulations  (and  now  those  of  1996),  and  the  bill  now  under 
consideration  have  eliminated  forever  the  circumstances  that  justified  your  unhappiness. 
Licensees  must  now  meet  tough  experience  standards.  Debenture  SBICs  are  no  longer  afforded 
leverage  (requiring  current  debt  service)  to  make  pure  equity  investments  (a  clear  mismatch  of 
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funds).  The  new  regulations  require  (as  would  the  bill)  increased  private  capital,  thus  resulting 
in  larger  and  more  financially  viable  SBICs.  Requirements  of  diversity  between  management 
and  ownership  and  with  respect  to  portfolio  holdings  greatly  reduce  conflict  of  interest  risks  and 
investment  concentration  risks  associated  with  the  pre- 1992  program.  Finally,  strict  valuation 
requirements,  limitations  on  third  party  debt,  the  requirement  of  credit  evaluations  prior  to 
leverage  draws,  and  the  preclusion  of  SBICs  being  able  to  seek  the  protection  of  the  bankruptcy 
court  are  additional  distinguishing  features.  These  all  add  up  a  foundation  for  a  truly  successful 
debenture  program.  I  hope  you  will  feel  confident,  as  I  do,  that  the  debenture  program  is  now 
safe  and  sound  and  that  the  subsidy  rate  associated  with  it  will  drop  dramatically  over  the  next 
year  or  two  as  operating  results  of  debenture  SBICs  meeting  the  new  standards  are  more  a 
factor  in  the  rate's  compilation. 

2.  The  provision  for  increasing  the  leverage  fee  and  interests  factor  is 
reasonable. 

We  believe  the  fee  and  interest  increases  (a  3  percent  commitment  fee  and  a  50  basis  point 
increase  in  interest  on  outstanding  leverage)  proposed  in  the  draft  bill  are  reasonable.  In  so 
stating,  we  assume  that  these  increases  will  be  applied  prospectively  to  new  leverage  draws. 

You  may  have  heard  that  the  SBIC  industry  agreed  that  the  fee  increases  proposed  in  the 
President's  budget  were  reasonable  and  acceptable.  We  have  testified  previously  that  they  are  at 
the  outside  limit  of  the  "reasonable"  standard.  Also,  during  the  process  that  led  to  the  June 
1995  Report  of  the  SBIC  Reinvention  Council,  industry  representatives  agreed  that  a  100  basis 
point  increase  in  the  interest  rate  would  be  reasonable  if  the  availability  of  adequate  leverage 
over  reasonable  time  frames  were  made  certain.  Since  there  is  still  a  leverage  shortfall  with 
respect  to  debentures  and  since  the  promise  of  a  five  year  leverage  commitment  period  is  as  yet 
unrealized,  we  believe  a  step  approach  is  the  best  approach.  More  importantly,  we  are  firmly 
convinced  that  subsidy  rates  will  begin  to  fall  dramatically  as  results  from  the  improved  SBIC 
program  gain  greater  weight  in  the  calculations.  This  is  an  important  factor  to  focus  on  in  the 
coming  year.  The  cost  of  increased  fees  and  interest  is  ultimately  borne  by  either  small  business 
concerns  or  SBIC  investors.  Because  of  this,  we  think  it  prudent  to  raise  costs  slowly.  SBICs 
compete  for  private  capital  with  other  types  of  investment  vehicles,  including  fully  private 
venture  capital  fmns.  The  availability  of  leverage  at  reasonable  overall  rates  is  an  incentive  for 
investors  to  opt  for  the  SBIC  route  despite  the  investment  restrictions  that  apply  to  the  program. 
However,  we  are  fast  approaching  the  point  where  greater  increases  will  begin  to  curtail  the 
desired  growth  of  the  industry,  which  would  be  to  the  detriment  of  the  small  business  concerns 
we  serve. 

3.  The  "grandfather"  provisions  may  need  to  be  clarifled. 

Section  4(b)  of  the  bill  would  give  SB  A  the  right  but  not  the  obligation  to  exempt  pre  bill 
effective  date  SBICs  from  the  new  minimum  capital  requirements  if  they  meet  certain  criteria. 
Two  of  the  criteria  relate  to  an  SBICs  (1)  profitability  and  (2)  compliance  with  applicable  laws 
and  regulations.  We  believe  the  intent  of  the  section  on  profitability  is  that  the  SBIC  seeking  an 
exemption  be  able  to  show  an  average  of  profitability  over  a  reasonably  current  period.  This 
type  of  approach  is  found  in  Section  107.220  of  the  Regulations.  With  respect  to  compliance, 
we  believe  the  intent  is  to  require  current  freedom  from  any  compliance  problem  rather  than  a 
look  to  see  if  there  had  ever  been  a  regulatory  issue  that  had  been  addresses  and  corrected.  If 
clarified  in  this  manner  the  SBA  and  those  affected  SBICs  will  have  a  better  understanding  of 
how  to  move  forward. 

In  addition,  the  bill  is  silent  on  the  result  that  would  apply  to  those  SBICs  failing  to  gain  a 
requested  exemption.  A  literal  interpretation  might  lead  SBA  to  the  conclusion  that  all  those  not 
exempted  must  be  immediately  liquidated  inasmuch  as  they  would  not  meet  the  new  higher 
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SBIC  capital  requirements.  Such  a  result  would  not  be  in  the  interests  of  the  overall  program 
and  would  be  uiifair  to  those  with  substantial  private  capital  at  risk,  particularly  since  their 
private  capital  was  raised  prior  to  the  enactment  of  this  legislation.  Moving  an  SBIC  to 
liquidation  when  not  otherwise  required  by  the  regulations  might  result  in  substantial 
unnecessary  losses,  certainly  of  the  private  capital  involved.  To  the  extent  the  Government 
were  to  face  unnecessary  losses  the  subsidy  rates  would  be  forced  up  for  no  good  reason.  We 
believe  the  better  approach  would  be  to  simply  deny  future  leverage  to  those  SBICs  failing  to 
gain  an  exemption.  In  effect,  that  would  move  those  SBICs  into  de  facto  orderly  liquidations 
as  they  planned  for  disposition  of  assets  required  to  pay  back  the  Government's  leverage  as  it 
came  due.  Such  an  approach  would  be  a  fair  solution  to  the  problem,  and  more  reasonably 
address  the  legitimate  concerns  of  all  relevant  parties. 

4.    The  SEA  must  have  adequate  resources  to  manage  the  growing  SBIC 
program. 

As  indicated  in  my  introduction,  the  SBIC  program  is  enjoying  a  dramatic  rebirth  in  terms  of 
both  the  amount  of  private  capital  and  leverage  involved  and  the  number  of  SBICs  in  operation. 
The  many  new  stringent  statutory  and  regulatory  requirements  have  resulted  in  a  dramatically 
safer  and  sounder  program,  one  that  can  serve  U.S.  small  businesses  for  years  to  come  without 
substantial  risk  to  Uie  taxpayers  if  it  is  managed  properly.  Many  of  the  changes  made,  including 
increased  capital  requirements,  have  been  based  on  the  premise  that  sufficient  resources  and 
expertise  must  be  available  to  ensure  excellent  private  management  of  SBICs.  The  same 
premise  must  hold  for  those  in  Government  charged  with  regulatory  management  of  the 
program.  As  members  of  the  private  side  of  the  industry,  we  cannot  quantify  what  the  resource 
level  should  be.  However,  we  urge  Congress  to  provide  the  funds  reasonably  necessary  for  the 
professional  operation  and  management  of  the  Government's  function.  With  both  the  public 
and  private  sectors  applying  such  reasonable  resources  we  will  be  sure  to  have  an  SBIC 
program  that  lives  up  to  its  full  potential. 

C.     Conclusion 

In  conclusion,  I  again  thank  you  for  the  opportunity  to  appear  today.  We  in  the  SBIC  industry 
are  proud  to  be  a  part  of  the  new  and  improved  SBIC  program  and  the  good  it  is  accomplishing 
for  U.S.  small  businesses  and  the  new  jobs  and  technologies  they  create.  We  commend  the 
committee  for  your  desire  to  find  ways  to  improve  the  program  further.  We  believe  the  Small 
Business  Investment  Company  Improvement  Act  of  1996  can  accomplish  that  goal  and  hope 
our  comments  have  been  helpful.  We  stand  ready  to  help  you  further  develop  5ie  legislation  so 
that  the  SBIC  program  may  continue  to  grow  towards  its  full  potential. 
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Madame  Chairman  and  Members  of  the  Committee,  my  name  is  Terry  L.  Jones.  I 
am  President  of  Syncom  Capital  Corporation  ("Syncom  Capital"),  an  SSBIC  which  focuses 
on  investments  in  the  telecommunications  industry. 

Syncom  Capital  received  Us  SSBIC  license  in  1978  and  began  with  only  $1.25  million 
of  private  capital.    Since  its  inception  some  18  years  ago,  Syncom  Capital  has  invested 
approximately  $18  million  in  52  transactions  either  individually  or  as  an  investor  with  a 
group  of  SSBICs  or  other  private  investors.   These  transactions  leveraged  $373  million  in 
total  capital  for  an  underserved  part  of  the  American  small  business  marketplace. 

Syncom  Capital  is  but  one  of  four  investment  funds  which  my  partners  and  I  manage. 
In  addition  to  the  SSBIC,  we  have  received  $55  million  from  institutional  investors,  mostly 
public  and  private  pension  funds  including,  for  example,  CAl-STRS,  Teachers  Insurance 
Annuity  Fund  and  Ameritech.    Today,  collectively,  my  partners  and  I  manage  approximately 
$100  million  in  assets. 

I  am  also  the  Chairman  of  the  National  Association  of  Investment  Companies 
("NAIC")  which  is  the  trade  association  of  SSBICs,  SBICs  and  private  venture  capital  funds 
who  have  a  minority-focused  investment  policy.   The  preponderance  of  NAIC  members  are 
SSBICs  who  have  located  and/or  have  financed  small  businesses  in  nearly  all  of  the  states 
represented  by  the  members  of  this  Committee. 

Madame  Chairman,  SSBICs  were  authorized  as  part  of  the  SBIC  program  to  provide 
patient  capital  to  a  particularly  underserved  part  of  the  American  small  business  marketplace. 
Although  regular  SBICs  can  invest  in  such  firms,  historically  (with  few  exceptions)  they  have 
not  done  so.    SSBICs  have  literally  been  the  sole  source  of  patient  capital  to  this  market. 
Clearly,  whatever  the  problems  small  businesses  experience  in  accessing  patient  capital,  they 
are  magnified  many  times  over  for  minority  entrepreneurs.    For  example,  in  a  recent  Wall 
Street  Journal  survey  of  472  minority  business  owners,  95  per  cent  of  those  surveyed  said 
access  to  credit  and  capital  was  their  most  pressing  problem. 

We  have  provided  statistics  time  and  again  which  quantify  that  the  direct  and  indirect 
economic  gains  to  the  U.S.  economy,  and  specifically  its  taxpayers,  from  this  program  far 
exceeds  actual  or  potential  costs.    Despite  this  reality,  however,  we  have  been  continually 
confronted  with  unflattering  stereotypes  and  the  myth  that  the  SSBIC  program,  because  of  its 
target  market  and  because  of  the  smaller  private  capital  base  of  SSBIC  licensees,  is 
inherently  more  risky.    Ladies  and  Gentlemen  of  this  Committee,  your  fair  and  objective 
review  of  the  facts  will  show  that  this  is  indeed  not  true. 


73 


In  recent  months,  the  conjecture  concerning  SSBICs  has  been  joined  by  a  new  myth 
which  holds  that  fund  size  is  the  major  determinant  of  SBIC  viability  generally.    That  is, 
smaller  licensees  (i.e.  SSBICs  and  SBICs  with  private  capital  of  less  than  $5  million)  are 
inherently  more  risky  to  the  American  taxpayer  than  larger  SBICs.    Historical  program  data 
does  not  support  this  assertion.    In  fact,  the  data  shows  just  the  opposite  —  the  larger  the 
private  capital  of  the  licensees  transferred  to  liquidation  between  1991  and  1996,  the  larger 
the  potential  losses  are  to  the  government,  by  a  factor  of  almost  3  to  1. 

I  have  begun  my  comments  today  on  S.  1784  by  addressing  this  myth  that  large  fund 
size  automatically  equates  to  "safety  and  soundness".    Unfortunately,  much  of  the  proposed 
legislation  is  based  on  this  notion.    Although  SBIC  size  certainly  plays  a  major  role  in 
determining  the  amount  and  type  of  financing  which  can  be  provided  small  business 
concerns,  it  is  not,  and  should  not  be  assumed  to  be,  the  primary  determinant  in  the  safety 
and  soundness  of  the  SBIC  program. 

What  then,  if  anything,  should  be  done  to  reform  and  improve  the  SBIC  program? 
Before  this  question  can  be  addressed,  we  believe  that  two  basic  questions  must  be  answered: 

1)  First  and  foremost,  is  there  still  a  need  and  public  policy  purpose  for  a 
government-sponsored  small  business  venture  capital  program? 

2)  If  there  is  a  compelling  purpose,  who  then  is  the  SBIC  program  meant  to 
serve? 

Madame  Chairman,  the  answers  to  these  questions  will  determine  to  a  large  degree 
who  will  be  allowed  to  receive  and  retain  a  license  in  the  future.    Moreover,  the  answers  to 
these  questions  will  determine  the  most  appropriate  form  of  Federal  financial  assistance  or 
leverage  which  should  be  made  available. 

Members  of  the  Committee,  it  would  not  take  any  of  us  very  long  to  research  and 
discover  that  the  original  purpose  of  Small  Business  Investment  Act  —  to  provide  patient, 
growth  capital  to  this  nation's  small  business  sector  —  is  still  needed  because  financial  market 
imperfections  and  structural  barriers  still  inhibit  the  flow  of  needed  equity  capital  into  this 
sector  of  our  economy.   This  is  particularly  true  of  smaller  entrepreneurial  companies, 
especially  those  owned  and  operated  by  women  and  minority  entrepreneurs. 

Overcoming  market  imperfections  and  barriers  is  therefore  the  compelling  public 
purpose  of  this  government-sponsored  program  and,  therefore,  defines  who  the  program 
should  be  meant  to  serve.    Fundamentally,  the  SBIC  program  should  not  be  designed  to 
mimic,  mirror  and  compete  with  existing  private  venture  capital  sources.    It  should  reach  up, 
and  down,  and  over  to  those  American  entrepreneurs  who  really  need  the  advantages  and 
benefits  of  venture  capital  —  and  for  whom  it  is  not  readily  available  from  traditional  private 
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sources.    This  is  the  only  puqx)se  for  maintaining  government  sponsorship  of  the  SBIC 
industry.    With  this  in  mind,  NAIC  makes  the  following  recommendations  for  improving  the 
SBIC  program; 

First,  successful  operations  --  not  size  —  should  be  the  critical  factor  in  determining  a 
licensee's  continuation  and  full  participation  in  the  SBIC  program.    That  is,  if  major  program 
changes  are  to  be  enacted  all  current  licensees  operating  in  compliance  with  SBA  rules  and 
regulations,  regardless  of  size  must  be  fully  "grandfathered".    S.  1784  does  not  accomplish 
this. 

Second,  all  current  licensees  operating  in  compliance  with  SBA  rules  should  remain 
eligible  for  debenture  leverage. 

Third,  all  current  licensees  with  maturing  subsidized  debentures  operating  in 
compliance  with  SBA  rules  should  be  eligible  for  a  one-time  rollover  of  maturing  debentures 
on  an  unsubsidized  basis. 

Fourth,  the  minimum  private  capital  requires!  for  obtaining  a  new  license  should  be 
$2.5  million,  subject  to  SBA's  approval  of  the  applicant's  management  and  projected 
operating  plans. 

Fifth,  licensees  with  minimum  private  capital  of  $5  million  should  be  eligible  to  issue 
participating  securities,  subject  to  SBA's  approval  of  projected  operating  plans. 

Sixth,  based  on  existing  law  with  regard  to  participating  security  leverage,  fifty 
percent  of  the  SBIC  debenture  leverage  should  be  similarly  reserved  for  the  first  three 
quarters  of  the  fiscal  year  for  smaller  licensees.    We  recommend  licensees   with  at  least  50% 
of  their  first-time  investments,  by  dollar  amount,  in  smaller  entrepreneurial  companies 
(SECs).    SECs  should  be  defined  as  having  net  annual  profits  of  less  than  $500,000,  and  net 
worth  of  less  than  $1  million.   Funds  realized  from  the  SSBIC  preferred  stock  repurchase 
program  should  be  reserved  for  this  purpose. 

Seventh,  leveragable  private  capital  should  include  the  amounts  in  the  restricted 
capital  accounts  of  licensees  established  pursuant  to  preferred  stock  repurchase  agreements, 
as  those  amounts  become  free  of  SBA's  liquidating  interest  in  such  accounts. 

Madame  Chairman,  SSBIC  managers  are  nol  fearful  of  change  SDd  we  are  mindful  of 
budget  realities.    We  support  the  growth  of  the  program  and  we  encourage  our  members  to 
take  on  the  challenge  of  raising  new  capital.    However,  NAIC  cannot  support  S.1784  or  any 
other  "reform"  bill  unless  the  above-mentioned  provisions  are  incorporated  into  the 
legislation.   Without  these  provisions,  it  is  better  for  the  SBIC  industry  and  the  small 
business  community  that  Section  301(d)  of  the  Act  be  maintained  as  it  is. 
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Some  SSBIC  managers  seek  to  grow  their  existing  funds  or,  as  Syncom  has  done,  are 
raising  new  funds  outside  the  programs.    Others  have  more  modest  ambitions.    If  providing 
patient  capital  to  minority  entrepreneurs  is  still  one  of  the  goals  of  the  SBIC  program,  all  we 
seek  is  consistency,  fairness  and  the  financial  tools  to  carry  out  the  mission. 

It  is  important  to  note  that  managers  of  SSBICs  (and  other  minority-focused  venture 
funds)  have  changed  the  character  of  minority  business  over  the  past  two  decades.    Often 
working  together  in  syndicates,  the  types  of  financings  have  continued  to  evolve  into 
sophisticated  investments  in  such  fields  as  computer  technology,  telecommunications, 
manufacturing,  health  care,  multi-unit  franchises  and  wholesaling.    Our  investment  managers 
are  tapping  entrepreneurs  with  the  management,  marketing  and  financial  skills  required  to 
successfully  grow  their  firms.    As  alluded  to  earlier,  these  investments  have  been  throughout 
the  country.    Attached  to  my  testimony  are  several  exhibits  which  illustrate  this  trend  and  the 
types  of  investments  that  have  been  made. 

Exhibits  1-6  are  taken  from  a  survey  concluded  by  NAIC  in  1991  in  connection  with 
our  efforts  in  the  creation  of  a  minority-focused  "Fund-to-Funds",  Fairview  Capital  (which 
successfully  closed  18  months  ago  with  $100  million  in  commitments  from  major  institutional 
investors).    The  data  in  these  exhibits  is  based  on  transactions  completed  by  16  SSBICs 
between  1981  and  1991.    Although  not  a  large  scale  study,  the  sampling  shows  a  range  of 
investments  that  represent  racial  and  ethnic  diversity  and  different  geographic  locations. 

Exhibit  7  presents  a  small  sample  of  14  companies  that  were  financed  by  SSBICs 
during  the  period  1981-1991.   The  sample  is  illustrative  of  SSBIC  investment  trends  over  the 
last  decade  and  a  half  and  which  shows  the  increasing  sophistication  and  diversity  of  SSBIC 
investments. 

Thus,  in  discussing  and  evaluating  the  impact  on  SSBICs  of  S.  1784  (and  other 
similar  legislative  proposals),  the  Committee  is  really  talking  about  the  extent  to  which  the 
kind  of  patient,  equity-type,  capital  that  SSBICs  have  traditionally  provided  to  small 
businesses  in  general,  and  to  minority  entrepreneurs  in  particular,  will  continue  to  be 
available  as  an  integral  part  of  the  SBIC  program. 

The  major  problem  with  the  S.  1784,  as  currently  drafted,  is  that  it  annihilates  the 
301(d)  industry  without  offering  any  alternative  approach  or  incentive  for  capital  to  be 
invested  in  the  entrepreneurial  small  businesses  heretofore  served  by  SSBICs.    Moreover,  S. 
1784  restricts  the  type  and  availability  of  leverage  to  all  viable  licensees  with  private  capital 
under  $5  million.   These  are  precisely  the  SBICs  who  consistently  and  most  effectively 
finance  the  underserved  segment  of  American  business.    At  the  same  time,  the  bill  is 
misguided  in  that  it  provides  incentives  for  the  creation  of  large,  and  in  terms  of  absolute 
dollar  loss,  potentially  more  risky  SBICs  which  will,  by  necessity,  compete  with  the  existing 
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private  venture  capital  industry.    There  is  a  compelling  public  policy  purpose  for  the  first 
group  of  SBICs;  there  is  no  defendable  public  policy  rationale  for  the  latter. 

Instead,  we  believe  that  additional  reform  should  be  crafted  to  provide  incentives  for 
and  reward  the  flow  of  venture  capital  to  underserved,  entrepreneurial  enterprises,  consistent 
with  many  of  the  reforms  that  have  already  been  incorporated  in  the  recent  revisions  of  the 
SBIC  regulations.    To  act  otherwise  would  extinguish  the  only  source  of  venture  capital  for 
many  of  this  nation's  emerging  growth  companies  and  ultimately  jeopardize  public  and 
political  support  of  the  federal  government's  38-year  involvement  in  the  Small  Business 
Investment  Company  program  itself. 

As  you  review  the  exhibits  to  which  I  referred  earlier,  you  will  note  that  the  average 
size  of  each  investment  is  approximately  $200,000.    Many  of  these  very  viable  businesses 
could  only  be  financed  because  SSBIC  managers  understand  the  marketplace  and  because  a 
patient,  equity-type  form  of  leverage  (i.e.  preferred  stock  leverage),  was  available.    Thus, 
NAIC  is  very  disappointed  that  the  Administration's  Fiscal  Year  1997  budget  does  not 
request  SSBIC  preferred  securities  or  subsidized  debenture  leverage.    The  Administration 
justifies  th's  on  the  basis  of  the  subsidy  rates  assumed  for  these  forms  of  leverage. 
However,  these  budget  priorities  do  not  change  the  fact  that  there  is  still  a  tremendous 
shortage  for  this  market  segment  served  by  SSBICs. 

What's  more,  in  1991,  an  SBA-sponsored  advisory  council  recognized  the  absolute 
necessity  for  equity-type  leverage  for  SBICs.    Hence  the  recommendation  to  create 
participating  security  leverage.    It  is  ironic  that  this  new  security  which  was  developed  to 
address  the  debenture  debt  burden  of  existing  SBICs  (most  of  whom  had  private  capital  of 
less  than  $10  million)  but  under  S.  1784,  this  form  of  leverage  has  generally  been  restricted 
to  those  funds  with  more  than  $10  million  in  private  capital. 

NAIC  recognizes  that  choices  must  be  made  and  lines  drawn  which,  in  these  budget 
times,  may  not  be  easy  or  desirable.   But  let's  not  kid  ourselves.   These  choices  will  most 
definitely  have  an  impact  on  who  gets  capital  and  who  doesn't. 

NAIC  has  made  specific  recommendations  concerning  SSBIC  participants  in  the  SBIC 
program  to  the  SSBIC  Advisory  Council  set  up  by  SBA.    Copies  of  the  Association's 
recommendation  have  been  previously  provided  to  this  Committee.   We  urge  you  to  solicit 
the  Council's  input  as  part  of  your  deliberations,  as  was  the  case  with  the  SBIC  Advisory 
Council  prior  to  the  1992  Amendments  to  the  Small  Business  Investment  Act  which  among 
other  things  created  participating  securities. 
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Madame  Chairman,  I  would  like  to  clarify  misinformation  concerning  one  of  NAIC's 
major  recommendations.    Prospectively,  we  have  suggested  that  there  should  that  there 
should  be  a  single  category  of  license.    If  traditional  SSBIC  leverage  is  not  going  to  be  made 
available,  then  SSBICs  should  be  freed  from  the  investment  restriction  under  Section  301(d) 
of  the  Act.     Our  members  are  committed  to  the  minority  business  market  niche,  but  it  is 
fundamentally  unfair  to  impose  an  unfunded  mandate  upon  us.    However,  our 
recommendation  concerning  a  single  category  of  license  is  directly  linked  to  the  adoption  of 
the  SSBIC  Advisory  Council's  other  recommendations  and  should  not  be  viewed 
independently  of  them. 

Madame  Chairman,  NAIC  welcomes  a  meaningful  dialogue  on  these  issues.    Let  us 
be  honest  with  each  other  and  move  forward  toward  creating  a  program  which  will  continue 
to  provide  patient,  equity-type  capital  to  viable,  but  underserved,  small  businesses  throughout 
America. 


Ethnic  Group 

American -Indian 

Asian 

Asian- Indian 

Black 

Hispanic 

Other 
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EXHIBIT    1 


investments  By  Ethnic  Group 

January  1,1981  to  June  30,  1991 

(16  Investment  Firms) 


Total  1%) 


Percent  o(  Tolal|      Averaga  (S)     |     Minimum  (?)    |     Maximum  {i) 


1,247,29) 

1.1% 

138,588 

8.000 

307.791 

9 

14.478,116 

12.7% 

159,100 

8.000 

2,000,000 

91 

2.487,474 

2.2% 

108.151 

6,736 

300,012 

23 

59,243.894 

52.0% 

194,681 

3,000 

2.000.000 

304 

30.303,880 

26.6% 

170.247 

1,000 

3.393,160 

178 

6,094,963 

5.4% 

126.978 

16,549 

440,000 

48 

3,393,160 


Black  (52.0%) 


Asian -Indian  (2.2%) 


Asian  (12.7%) 


American-Indian  (1.1%) 
Other  (5.4%) 


Hispanic  (26.6%,) 


Other  Includes  Egyptian,  Russian,  Haitian,  Arab,  Romanian  and  Handicapped 


79 


Investments  By  Region 

January  1,1981  to  June  30,  1991 
(16  Investment  Firms) 


EXHIBIT    2 


Total  (S) 

Percent  of  Total 

Average  ($) 

Minimum  ($) 

Maximum  (S) 

Number 

Rogion 

Mid-AUantic 

io,a5a.9t4 

9.5% 

350,268 

5,000 

2,000,000 

31 

Midwasl/Plains 

16,497,874 

14.5% 

169,631 

4,500 

2,000.000 

87 

Norltieasl 

22,458.395 

19.7% 

147,753 

3,000 

731,690 

152 

Southeast 

8,062,668 

7.1% 

212,181 

6.736 

750.000 

38 

South  west/RocklM 

37,533,955 

33.0% 

148,356 

1,000 

2,100,000 

253 

West  Coast 

17,420,774 

15.3% 

197,963 

8,000 

3,393.160 

68 

Other 

1.022,838 

0.9% 

255,710 

47,838 

600.000 

4 

113,655,618 

100.0% 

174.358 

1,000 

3.393.160 

653 1 

Northeast  (19.7%) 


Southeast  (7.1%) 


Southwest/Rockies  (33.0%) 


Midwest/Plains  (14.5%) 


Mid-Allanlic  (9.5%) 


(Dther  (0.9%) 


West  Coast  (15.3%) 


Other  includes  Puerto  Rico  and  Virgin  Islands. 
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Investments  By  State 

January  1.1981  to  June  30,  1991 

(16  Investment  Firms) 


EXHIBIT    3 


Texas 
New  York 
California 
D.C. 
Illinois 
New  Mexico 
Minnesota 
Maryland 
New  Jersey 
Michigan 
Georgia 
Oklahoma 
Soulh  Carolina 
Ohio 
Hawaii 
Colorado 
Louisiana 
Florida 
^  Wisconsin 

S   Massachusetts 
Pennsylvania 
Virginia 
Mississippi 
Vermont 
Puerto  Rico 
Arizona 
Washington 
Kansas 
Indiana 
Alabama 
Tennessee 
Montana 
Virgin  Islands 
Maine 
Missouri 
Kentucky 
Connecticut 
Wyoming 
Delaware 
New  Hampshire 


CO 


10 


$  Millions 
15 


ViW^i;5B^?^?i$Jtjafe*5«fe^g*iJg8m^gag^*^^  26.4 


"T 


20 


25 


30 


16.2 


T  Ja,  ^aSfe  ^zJ>^yA-gfcr»f*r*-ge^ii^   14.8 


7,ik!iSiiiil   4.0 
i&SSHi:i\  3.5 
■JfrHfrA  3.5 


msi 


^^ 


5.2 
4.9 

4.1 


mi 


'yJSyat  2.6 
2.3 
2.3 
2.2 
^  2.1 
^  1.9 
1^  1.9 
1.6 
1.5 
1.5 
1.4 
S)   1.1 
3  0.9 
D  0.9 
g  0.7 
3  0.7 
a  0.7 
D  0.7 
3  0.7 
D  0.6 
0.5 
0.4 
1  0.3 
1  0.3 
1  0.3 
1  0.3 
I  0.2 
0.2 
0.2 
0.1 
0.1 
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Investments  By  State 

January  1,1981  to  June  30,  1991 

(16  Investment  Firms) 


EXHIBIT    4 


Total  ($) 

Percent  o(  Total      Average  ($) 

Minimum  ($) 

Maximum  ($) 

Numt>er 

State 

Texas 

26,414,651 

23.2?t 

145.137 

1,000 

2,100,000 

182 

NewYori< 

16,245,985 

14.3% 

138,855 

3.000 

600,004 

117 

Califofnia 

14.803.593 

13.0% 

255,234 

6,000 

3,393,160 

58 

D.C. 

5,208,110 

4.6% 

400.624 

5.000 

2,000.000 

13 

Illinois 

4,866,255 

4.3% 

115,863 

4,500 

515.000 

42 

New  Mexico 

4,084,243 

3.6% 

136.141 

10,000 

987.241 

30 

Minnesota 

3,952,500 

3.5% 

564,643 

160.000 

2.000.000 

7 

Maryland 

3,546,000 

3.1% 

591,000 

75.000 

1,900.000 

6 

New  Jersey 

3,515,720 

3.1% 

159.605 

25.000 

400.001 

22 

Michigan 

2,603,002 

2.3% 

200,231 

6,000 

862.000 

13 

Georgia 

2.316,306 

2.0% 

231.631 

10,000 

750.000 

10 

Oklahoma 

2.306,581 

2.0% 

256,287 

50,000 

1.000.000 

9 

South  Carolina 

2,249,909 

2.0% 

224,991 

15,000 

667.909 

10 

Ohio 

2,062,972 

1.8% 

343,629 

150,000 

056.477 

6 

Hawaii 

1,937,181 

1.7% 

77,487 

16,549 

160.000 

25 

Colorado 

1 ,880,829 

1.7% 

125,389 

6.000 

400.000 

15 

Louisiana 

1,624,949 

1.4% 

232,136 

50.000 

350.000 

7 

Florida 

1,532.653 

1.3% 

170,295 

6.736 

450.000 

9 

Wisconsin 

1,477,640 

1.3% 

134,331 

15,000 

250.000 

11 

Massachusetts 

1,360,000 

1.2% 

172,500 

60,000 

400.000 

8 

Pennsylvonla 

1.064,844 

0.9% 

177,474 

53.044 

206.000 

6 

Virginia 

939,960 

0.6% 

187,992 

15.000 

300.000 

5 

Mississippi 

915.000 

0.8% 

305,000 

100.000 

450.000 

3 

Vermont 

731,690 

0.6% 

731,690 

731,690 

731.690 

1 

Puerto  Rico 

722,838 

0.6% 

240,946 

47,838 

600.000 

3 

Arizona 

718,502 

0.6% 

119,750 

22.607 

243.195 

6 

Washington 

680,000 

0.6% 

136,000 

25,000 

250.000 

S 

Kansas 

661,069 

0.6% 

220,356 

100,000 

300.000 

3 

Indiana 

564,050 

0.5% 

194,683 

96,050 

300.000 

3 

Alabama 

450,000 

0.4% 

225,000 

150,000 

300.000 

2 

Tennessee 

360.000 

0.3% 

180,000 

60,000 

300.000 

2 

Montana 

330,000 

0.3% 

165,000 

35,000 

295.000 

2 

Virgin  Islands 

300,000 

0.3% 

300,000 

300,000 

300.000 

1 

Maine 

300.000 

0.3% 

300,000 

300,000 

300.000 

1 

Missouri 

290,386 

0.3% 

145,193 

45,193 

245,193 

2 

Kentucky 

239,000 

0.2% 

119,500 

55,000 

164,000 

2 

Connecticut 

235,000 

02% 

117,500 

117,500 

117,500 

2 

Wyoming 

174,000 

0.2% 

67,000 

4,000 

170,000 

2 

Delaware 

100,000 

0.1% 

100,000 

100,000 

100,000 

1 

New  Hampshire 

50,000 

0.0% 

50,000 

50,000 

50,000 

1 

r 

113,855,6181 

100.0% 

174,358 

1,000 

3,393,160 

653 1 
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Investments  By  Industry 

January  1.1981  to  June  30,  1991 
(16  Investment  Firms) 


EXHIBIT    5 


Industry 

Com  merciat/in  dust  ProdVSen/. 
J^mmunica  lions 
Computer  Related 
Consumer  Related 
Electronics  Related 
Food  Services 
Medical/Health  Related 
TrnnsporlalJon 
Other 


Total  ($)     I    Percent  of  Total  \  AveraQe  (S)  |  Minimum  {%)  \  Maximum  {S)[ Number 


12.224.215 

10.7% 

137,351 

4.500 

495.000 

89 

42.903.435 

37.7% 

284,129 

8.000 

3.393.160 

151 

5.780,906 

5.1% 

148.228 

8.000 

400.000 

39 

11,551.401 

10.1% 

129.791 

6.736 

600.000 

89 

4. 730.753 

4.2% 

118.269 

5.250 

450.000 

40 

11,36S,54a 

100% 

174.855 

5.000 

2.000.000 

65 

2,480,700 

2.2% 

248.070 

52.667 

500,000 

10 

13.676.552 

12.0% 

143.964 

3.000 

1.900.000 

95 

9,142,106 

8.0% 

121.895 

1.000 

1.016.750 

75 

113.SSS.61 8 


100.0% 


Communications  (37.7%) 


Computer  Rel.  (5.1%) 


Consumer  Rel.  (10.1%) 


Comm'l&lnd.  (10.7%) 


Other  (8.0%) 


Electronics  Rel.  (4.2%) 


Food  Services  (10.0%) 


Transportation  (12.0%) 
Medical/Health  Rel.  (2.2%) 
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Investments  By  Year 

January  1.1981  to  June  30,  1991 

(16  Investment  Firms) 


EXHIBIT    6 


Total  ($)      I      Avorage  (S)     |     Minimum  ($)    |     Maximum  ($)    |         Number 


1961 
1982 
1963 
19S4 
1985 
1966 
1987 
1968 
1989 
1990 
1991 


8,965,155 

298,639 

33,000 

3.393,160 

30 

8.162,532 

215,330 

4,500 

1,067,374 

38 

3.593,446 

112,295 

6,000 

350,000 

32 

6,661,769 

168,300 

1,000 

862,000 

46 

7,400.742 

175,208 

8,000 

600,000 

42 

7.799,044 

129,964 

5,000 

656,477 

60 

15,241,895 

175,194 

4,000 

2,100,000 

87 

16,571,267 

190,474 

10,000 

2,000,000 

67 

18,891.156 

164.271 

3,000 

1,000,000 

115 

15,844,436 

172.222 

5,000 

1,900,000 

92 

2.704,157 

112.673 

6.000 

400,000 

24 

3,393,160 


31   1982 


1983  1984   1985  1986  1987  1988  1989  1990 
Year 
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EXHIBIT    7 


Companies  Receiving  Investments  from 
Minority  Venture  Capital  Companies 


Alamo  Technologies 


In  1981,  four  Hispanic  engineers  founded  Alamo  Technologies,  a  company  that  specializes  in 
providing  engineering  services  for  the  government.  Alamo  Technologies  is  based  in  San  Antonio, 
Texas,  a  city  which  serves  as  home  to  five  military  bases.  In  1987  MESBIC  Ventures,  Inc.  and 
four  other  minority  investment  companies  provided  several  rounds  of  financing  to  Alamo 
Technologies,  which  at  the  time  had  reached  sales  of  approximately  $3  million  and  had  just  won 
a  $16  million  contract  with  the  government  to  design  and  manufacture  a  jet  engine  set.  This  test 
has  received  recognition  for  its  overall  efficiency.  On  most  tests  this  set  uses  50%  less  fuel  and 
50%  less  time  and  labor. 

MESBIC  Ventures  and  the  four  other  investment  companies  provided  over  S1.5  million  in 
financing  to  Alamo  Technologies,  which  is  currently  doing  $6  million  annually  in  revenues,  has 
substantial  net  worth  and  profitability,  and  is  ranked  by  Hispanic  Business  as  the  sixth  largest 
Hispanic-owned  engineering  company.  The  entrepreneurs  and  investors  see  Alamo  Technologies 
as  a  leading  candidate  to  grow  to  a  $25  million  company,  providing  capital  can  be  secured  to 
match  the  human  talent  already  in  place. 

With  the  financing  from  the  investment  companies.  Alamo  Technologies  has  over  the  past  three 
years  brought  the  engine  test  sets  into  full  production  and  is  manufacturing  250  test  sets  per  year. 
The  company  also  built  prototypes  to  conduct  field  test,  two  of  which  provided  critical  assistance 
during  the  Desert  Storm  operation.  Given  the  success  of  the  engine  test  sets.  Alamo 
Technologies  is  currently  developing  plans  for  commercial  applications  and  seeks  additional 
venture  capital  to  build  a  commercial  test  set  by  the  mid-1990s.  In  addition,  the  company 
created  a  unique,  totally  automated  software  system  in  developing  the  engine  test  sets,  and  is 
developing  software  to  provide  services  for  other  types  of  equipment. 


Aimic  Broadcasting,  Inc. 

In  1980,  SYNCOM  Capital  Corporation  led  the  first  in  a  series  of  investments  in  Aimic 
Broadcasting,  Inc.  that  are  helping  to  build  a  highly  successful  broadcasting  company  based  in 
Washington,  DC.  Owned  by  entrepreneurs  Cathy  Hughes  and  her  son,  Alfred  Liggins,  Aimic 
Broadcasting  in  1980  purchased  WOL-AM,  a  premiere  radio  station  in  the  Washington  area's 
Black  community.  SYNCOM  was  the  lead  investor  in  a  syndicated  deal  involving  several  other 
minority  investment  companies. 

In  1987  SYNCOM  served  as  lead  investor  for  Almic's  purchase  of  WMMJ-FM  from  The  Outlet 
Company  for  $7.5  million.  Aimic  paired  the  AM  and  FM  stations,  converted  WMMJ's  adult 
contemporary  format  to  upscale  urban,  and  turned  the  AM/FM  combination  into  the  number  one 
station  in  Washington,  DC  for  people  aged  25  -  54,  the  most  desirable  demographics  for 
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advertisers.  The  company  has  gone  from  zero  revenue,  zero  cash  flow  in  1987  to  close  to  $7 
million  revenue  and  almost  a  $1  million  cash  flow. 

Almic  is  currently  in  the  process  of  buying  an  FM/AM  combination  in  Baltimore,  Maryland.  The 
growth  in  the  values  of  the  Washington,  DC  properties  has  been  instrumental  in  Almic  being  able 
to  leverage  the  acquisition  of  the  Baltimore  stations,  further  enhancing  the  value  of  the  company. 

The  investors  are  also  realizing  some  return  on  investment  at  this  point.  AJmic  is  repurchasing 
about  20%  of  SYNCOM'S  warrants,  and  the  investors  are  also  realizing  returns  on  debentures. 
The  company  is  currently  worth  an  estimated  $17  -  20  million,  despite  today's  down  market. 


Envirotest  Systems  Corporation 

In  December,  1990,  Envirotest  Systems  Corporation  acquired  Hamilton  Test  Systems,  a  leading 
provider  of  motor  vehicle  emission  testing  systems  and  services,  from  United  Technologies.  The 
company  designs,  installs  and  operates  centralized  motor  vehicle  testing  facilities  on  a  contract 
basis  in  states  and  municipalities  around  the  country.  Envirotest  Systems  currently  tests  vehicles 
in  Connecticut,  Ohio,  and  Wisconsin,  and  in  January  1991,  shortly  after  the  acquisition  of 
Hamilton  Test  Systems,  it  won  a  contract  through  competitive  bidding  to  conduct  all  motor 
vehicles  emission  testing  in  Vancouver,  British  Columbia. 

Black  entrepreneur  Chester  Davenport  formed  Envirotest  Systems  Corporation  for  the  purpose 
of  acquiring  Hamilton  Test  Systems  from  United  Technologies.  The  equity  part  of  financing  the 
$43  million  deal  was  provided  by  Georgetown  Partners,  a  buyout  fund  which  Davenport  created, 
and  an  investment  group  led  by  Equico  Capital  Corporation,  a  New  York-based  minority 
investment  company.  A  major  international  bank  provided  the  bank  financing.  Davenport,  an 
attorney  and  former  Deputy  Assistant  Secretary  of  the  U.  S.  Department  of  Transportation,  was 
a  successful  real  estate  entrepreneur  in  the  Washington,  DC  metropolitan  area  prior  to 
establishing  his  Bethesda,  Maryland-based  buyout  fund. 

Envirotest  Systems  Corporation  is  currently  negotiating  to  acquire  a  significant  competitor  in  the 
motor  vehicles  emission  testing  business.  If  the  deal  is  consummated,  the  company  will  hold  a 
superior  position  in  the  industry  and  the  economies  of  combining  the  two  companies  will  enhance 
its  profitability. 


Tennessee  Double  Drive  Thru  (Checkers  of  North  America) 

In  November,  1991,  the  Combined  Fund,  Inc.  closed  a  $1  million  syndicated  financing  in 
Tennessee  Double  Drive  Thru,  a  company  formed  by  Black  entrepreneur  John  Perry  to  develop 
five  Checkers  of. North  America  franchise  operations  in  Memphis,  Tennessee.  Checkers 
restaurants  are  double  drive  through  fast  food  restaurants  that  sell  hamburgers,  French  fries,  fish 
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and  other  fast  foods.    The  franchisor,  Checkers  of  North  America,  headquartered  in  Clearwater, 
Florida,  just  went  public  in  order  to  raise  funds  for  expanding  franchise  operations. 
The  Combined  Fund,   Inc.  provided  $300,000  of  the  $1  million  syndicated  financing  for 
Tennessee  Double  Drive  Thru.    The  Combined  Fund  has  40%  potential  equity  interest  in  the 
company,  and  entrepreneur  John  Perry  has  the  balance. 

A  veteran  in  the  fast  food  industry,  Perry  previously  owned  the  87th  Street  Corporation,  which 
bought  and  sold  three  McDonald's  restaurants  over  a  period  of  a  decade  and  a  half  and  provided 
numerous  jobs  to  inner  city  young  people.  All  three  McDonald's  were  profitable  operations.  The 
Combined  Fund  began  investing  in  Perry  in  1975,  providing  $250,000  in  financing  and  bringing 
in  an  additional  $500,000  from  other  sources.  Perry  determined  that  the  growth  potential  of 
McDonald's  was  flat,  especially  compared  to  Checkers  of  North  America  which  some  analysts 
expect  to  be  the  number  one  double  drive  through  restaurant  in  America  within  the  next  three 
years.    Perry  sold  his  last  McDonald's  property  in  May,  1991. 


Education  Alternatives,  Inc. 

In  1988,  Education  Alternatives,  Inc.  was  founded  to  develop  and  operate  proprietary  private 
schools.  Prior  to  the  company's  public  offering  (NASDAQ  tracking  symbol  EAIC)  in  1990, 
Capital  Dimensions  Venture  Fund,  Inc.,  another  SBIC  and  a  group  of  private  investors  provided 
$4.5  million  of  equity  and  an  additional  $1  million  in  other  bank  and  public  borrowing.  The  two 
minority  investment  companies  put  in  $700,000  in  preferred  stock  in  1988,  and  an  additional 
$80,000  in  debt  guarantees  in  1990.  Hispanic  entrepreneur  Frank  Martin  was  the  founder  of  the 
company. 

Education  Alternatives,  known  nationally  for  its  pioneering  work  with  Tcsscract  Schools,  built 
and  operated  two  private  schools  in  the  suburbs  of  Minneapolis  and  Phoenix.  Students  in  the 
preschool  through  sixth  grade  schools  advanced  an  average  of  1.7  grades  within  a  year  with  the 
Tesseract  model's  emphasis  on  individual  students'  learning  styles.  The  teacher-student  ratio  is 
1  to  12,  a  ratio  achieved  with  economic  feasibility  through  an  innovative  system  of  master 
teachers,  junior  teachers,  and  assistants.  The  schools  also  make  maximum  use  of  technology,  an 
approach  which  is  facilitated  through  a  relationship  with  IBM. 

The  original  two  schools'  education  performance  was  not  matched  by  their  financial  performance, 
and  the  adaptive  company  is  now  contracting  with  school  systems  to  operate  schools  using  the 
Tesseract  methodology.  Education  Alternatives  is  operating  schools  in  Dade  County  (Miami)  and 
Tallahassee,  Florida.  An  agreement  is  currently  in  discussion  with  Johnson  Controls  and  KPMG 
Peat  Marwick  that  will  allow  the  three  companies  to  bid  on  and  assume  management  of  entire 
school  systems.  Given  the  number  of  school  systems  in  the  country  and  the  size  of  their  budgets, 
Education  Alternatives  will  not  require  deep  penetration  of  the  market  to  achieve  profitability. 
The  company  has  received  widespread  publicity  through  media  such  as  ABC's  "Good  Morning 
America,"  "CBS  This  Morning,"  the  Wall  Street  Journal,  and  numerous  other  media  for  its 
innovative  and  highly  successful  approach  to  education. 
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TLC  Group  Inc. 

In  January  of  1984,  Equico  Capital  Corporation  invested  $500,000  in  TLC  Group  Inc.  ("TLC"), 
a  newly  formed  company  owned  by  Reginald  Lewis.  Equico's  investment  took  the  form  of  a 
$500,000  13%  subordinated  debenture.  The  terms  also  included  a  warrant  to  purchase  10%  of 
the  common  stock  of  TLC.  An  option  to  purchase  10%  of  the  common  stock  of  any  company 
acquired  by  TLC  within  two  years  of  Equico's  investment  was  also  a  part  of  the  terms. 

Equico's  investment  provided  part  of  the  equity  for  TLC's  acquisition  of  the  McCall  Pattern 
Company  ("McCall")  in  a  leveraged  buyout  valued  at  $22.5  million.  McCall  was  the  second 
largest  producer  of  home  sewing  patterns.  In  the  fiscal  year  prior  to  the  acquisition,  McCall 
reported  sales  of  $51.9  million  and  operating  income  of  $7.1  million. 

TLC  prepaid  the  $500,000  subordinated  debenture  in  December  1985  and  in  June  1986  agreed 
to  repurchase  its  warrant  and  option  for  $2.4  million.  Equico  received  $700,000  cash  and  a  one- 
year  note  for  $1.7  million.  The  note  was  paid  in  December  1987.  This  transaction  produced  an 
internal  rate  of  return  of  128% 

Subsequent  to  the  acquisition  and  sale  of  TLC,  entrepreneur  Reginald  Lewis  acquired  Beatrice 
International  in  a  $1  billion  leveraged  buyout,  the  largest  LBO  ever  conducted  by  a  minority 
investor  group.  Lewis'  McCall  Pattern  Company  deal,  which  secured  half  of  its  equity  from 
Equico  Capital  Corporation,  served  as  the  springboard  for  the  Beatrice  transaction. 


Emerge  Communications,  Inc. 

In  1987,  SYNCOM  Capital  Corporation  began  putting  together  a  deal  to  invest  in  a  start-up 
communications  company  that  would  own  a  news  magazine  targeted  to  the  Black  middle  class. 
The  concept  for  EMERGE  Magazine  was  developed  by  Black  entrepreneur/journalist  Wilmer 
Ames,  who  was  on  the  staff  of  Time  Inc.  when  he  conceived  the  idea  and  submitted  it  to  Time 
Inc.  in  1986.  Time  Inc.  approached  SYNCOM,  the  minority  investment  company  which  has 
financed  the  majority  of  minority-owned  communications  properties  in  the  United  States,  as  a 
potential  partner  in  developing  the  magazine.  SYNCOM  agreed  to  conduct  the  analysis,  structure 
the  deal,  and  bring  in  investors. 

In  April,  1989  SYNCOM  closed  the  deal,  along  with  an  investors  group  which  includes  Time 
Warner,  Black  Entertainment  Television,  Tower  Ventures,  Incorporated  of  Chicago,  Opportunity 
Capital  Corporation  of  Fremont,  California,  and  Future  Value  Ventures,  Inc.  of  Milwaukee, 
Wisconsin. 

EMERGE  Magazine  is  a  monthly  news  magazine  which  is  positioned  to  promote  thought  among 
the  most  influential  members  of  the  Black  community.  All  EMERGE  writers  are  Black  freelance 
writers  who  cover  issues  and  opinion  makers  that  affect  the  Black  community. 
Entrepreneur/journalist  Wilmer  Ames  is  Editor-in-Chief  of  EMERGE,  and  is  also  part  owner. 
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Bob  Johnson  of  Black  Entertainment  Television  (BET)  is  the  publisher.  BET  recently  bought 
out  Time  Warner's  share  of  EMERGE,  and  now  owns  51%  of  the  magazine.  EMERGE 
published  its  first  issue  in  October,  1989,  and  cunently  has  a  circulation  of  120,000.  It  expects 
to  achieve  brcak-cvcn  by  the  end  of  1992. 


Ninfa's 

Between  1981  and  1991,  MESBIC  Ventures,  Inc.  of  Dallas,  Texas  and  several  other  minority 
investment  companies  have  provided  four  rounds  of  financing  for  the  expansion  of  Ninfa's,  a 
restaurant  chain  based  in  Houston.  Entrepreneur  Ninfa  Lorenzo  began  Ninfa's  25  years  ago  when 
customers  of  her  popular  flour  tortilla  stand  urged  her  to  open  a  restaurant.  She  started  Ninfa's 
with  a  tortilla  restaurant  in  the  front  of  a  Houston  factory. 

Today  Ninfa's  enterprise  owns  30  stores  and  will  do  close  to  $35  million  in  sales  in  1991.  Ninfa 
Lorenzo  serves  as  chairman  of  the  company,  and  the  oldest  of  her  four  children.  Naval  Academy 
graduate  and  Vietnam  War  veteran  Roland  Lorenzo,  is  the  president.  The  company  operates 
three  restaurant  concepts.  Ninfa's  is  a  Mexican  restaurant.  Bambalino's,  a  restaurant  with  an 
Italian  concept  which  was  created  by  Ninfa  and  her  children  to  honor  her  late  husband  (who  was 
Italian)  serves  pizza  and  lasagna.  Acchafalia's,  named  for  a  Louisiana  waterway,  has  a  Cajun 
theme. 

Ninfa's,  and  the  owner  Ninfa  Lorenzo  herself,  have  become  a  legend  in  Houston.  In  fact,  a  local 
play  was  based  upon  the  enterprising  family,  two  of  whose  children  are  restaurant  operators 
independent  of  the  Ninfa's  complex. 

Following  the  original  MESBIC  Ventures  financing  in  1981,  Ninfa's  grew  from  $18  million  in 
sales  to  1991's  $35  million.  Three  minority  investment  companies  have  provided  close  to  $1 
million  through  four  rounds  of  financing,  including  one  in  1991  to  create  Bambalino's.  The  first 
round  of  financing  was  paid  off  in  six  years  with  a  solid  capital  gain.  The  company  is  financially 
sound  and  profitable.  It  hopes  to  expand  throughout  Texas  in  the  1990's,  providing  at  least  $2 
million  in  venture  capital  can  be  secured. 


HR  Industries 

HR  Industries,  the  largest  Hispanic-owned  company  in  the  Southwest,  is  a  turnaround  company 
that  grew  from  sales  of  near  zero  in  1983  and  1984  to  sales  today  of  $12  million  and  280 
employees,  most  of  whom  are  Hispanic.  Hispanic  entrepreneurs  Paul  Dickenson  and  Sam  Moren, 
who  founded  HR  Industries  in  the  early  1970's,  owned  an  oil  company  when  they  acquired  a 
manufacturer  of  printed  circuit  boards  in  1980.  When  the  oil  market  fell  apart  in  1981  and  the 
local  economy  crumbled  in  1982-1983,  the  company  was  on  the  verge  of  failure.  MESBIC 
Ventures,  Inc.  and  three  other  minority  investment  companies  provided  financing  to  Dickenson 
and  Moren  to  restart  and  restructure  the  company. 
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HR  Industries  has  an  automated  state-of-the-art  manufacturing  process,  and  for  the  last  five 
years  has  had  substantial  profitability.  One  of  the  largest  printed  circuit  board  companies  in  the 
industry,  it  is  the  largest  Hispanic-owned  electrical  company  in  the  country.  Given  the  capital 
intensive  requirements  of  the  company's  automated  equipment,  HR  Industries  anticipates  a  need 
for  $3  -  $5  million  to  continue  its  growth  path  in  the  1990's. 


Micron ics  Computers  Inc. 

Founded  in  1986,  Klicronics  Computers,  Inc.  is  a  leading  designer,  manufacturer  and  marketer 
of  high  performance,  industry-standard  microcomputer  products.  Micronics  products  include 
80386  and  80486  system  boards,  portable  computers  and  X-Terminals,  based  on  the  highest  level 
of  technology  available.  The  company's  product  mix  moved  markedly  toward  the  Intel  486SX- 
20  Mhz  based  product  introduced  in  May,  1991.  Micronics'  products  arc  marketed  through  two 
primary  charmels:  (1)  large  PC  manufacturers  who  use  OEM  Micronics'  system  boards  in  their 
brand  name  personal  computers  and  (2)  smaller  VARs  and  System  Integrators  who  use  Micronics' 
boards  as  the  basis  of  IBM  PC/AT  compatible  systems. 

With  financing  which  includes  Equitable  Capital  Corporation,  a  Chinese  American-owned 
minority  investment  company  based  in  San  Francisco,  Micronics  has  grown  into  a  company  that 
has  been  profitable  every  year  since  the  company  was  founded.  Under  the  management  of 
Micronic's  President,  Frank  Lin,  dynamic  grov/th  and  creative  marketing  strategies  in  1988 
resulted  in  a  525%  increase  in  revenue  to  $25  million  from  $4  million  the  previous  year. 
Micronics  went  public  in  July,  1991,  and  in  its  first  quarterly  report  as  a  public  company  it 
reported  that  sales  reached  $34,977,000  in  the  third  quarter,  up  64%  from  $21,317,000  of  sales 
in  the  previous  year's  third  quarter.  For  the  nine-month  period,  sales  increased  66%  to 
$96,155,000  from  the  previous  year,  while  net  income  was  up  131%.  The  third  quarter  result 
represented  the  company's  nineteenth  consecutive  profitable  quarter. 


Pueblo  Broadcasting  Corporation 

In  May,  1987,  SYNCOM  Capital  Corporation  and  six  other  minority  investment  companies 
closed  on  a  $3.5  million  deal  to  finance  Pueblo  Broadcasting  Corporation's  start-up  of  a  Spanish 
language  television  station  in  the  Houston,  Texas  market.  The  group  of  Hispanic  entrepreneurs 
who  had  approached  SYNCOM  approximately  four  years  earlier  about  structuring  such  a  deal 
included  a  pharmacist,  who  became  president  of  the  company;  a  sales  account  manager  from  a 
Spanish  language  station  in  Los  Angeles,  who  initially  was  the  chief  operating  officer;  a  doctor; 
a  shop  ovraer;  and  other  primarily  professional  Hispanic  people.  Upon  SYNCOM's  advice,  the 
group  sought  a  broadcast  license  for  the  station  through  the  Federal  Communications 
Commission's  "comparative  hearings"  process,  a  lengthy  and  expensive  process  through  which 
the  FCC  decides  among  multiple  applicants  for  free  licenses  which  best  serves  the  public  interest. 
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Upon  receiving  its  license,  the  group  returned  to  SYNCOM  for  assistance  in  structuring  the  deal. 
SYNCOM  was  joined  in  the  syndicated  financing  by  MESBIC  Venture  Capital,  Inc.  of  Dallas; 
Intercontinental  Capital  Funding  Corporation  of  New  York;  Venture  Opportunities  Corporation 
of  New  York;  Fulcrum  Venture  Capital  Corporation  of  Washington,  D.C.;  Opportunity  Capital 
Corporation  of  Fremont,  California;  Associated  Southwest  Investors,  Inc.  of  New  Mexico;  and 
Capital  Dimensions  Venture  Fund,  Inc.  of  Minneapolis.  The  group  financed  $1.5  million  in 
preferred  stock  for  Pueblo  Broadcasting.  In  addition,  Capital  Dimensions  Venture  Fund  provided 
$2  million  senior  debt  financing,  bringing  total  financing  to  $3.5  million. 

Station  KXLN,  Channel  45,  went  to  a  full  power  UHF  Television  station  by  1988,  and  was  the 
first  Spanish  language  station  to  service  the  Houston  community  of  one  million  documented 
Hispanic  people.  Its  program  services  use  Univision  programming,  as  well  as  locally  originated 
programming.  The  station  was  profitable  from  day  one,  earning  $250,000  in  its  first  year  as  a 
low  power  station,  and  reaching  nearly  $6  million  in  revenue  in  1988  when  it  went  to  a  full 
power  UHF  station.  At  the  end  of  1988  Hi.spanic  Business  named  Pueblo  Broadcasting  the 
"Fastest  Growing  Hispanic  Business  in  the  United  States."  From  a  value  of  around  $6  million 
when  it  was  financed,  Pueblo  Broadcasting  grew  within  a  year  to  a  value  of  $26  million.  With 
two  additional  Spanish  language  stations  now  in  the  Houston  market,  Charmel  45  remains  the 
leading  Spanish  language  station  in  Houston. 

The  minority  investment  company  group  in  November,  1991  provided  a  substantial  buyout  of  the 
entrepreneurs,  resulting  in  a  gain  to  the  investors  of  $3  million.  The  investor  group  retained  1% 
of  equity  at  the  request  of  the  entrepreneurs,  who  wanted  the  investors  to  remain  involved  with 
the  company. 


Cybernetics  Systems  International  Corporation 

This  Coral  Gables,  Florida  corporation  designs  and  markets  automated  workforce  management 
systems.  It  structures  and  administers  workplace  schedules,  for  example,  for  companies  such  as 
airlines  and  hotels  with  large  employee  bases. 

Cybernetics  System  International  Corporation  ("Cybernetics")  develops  and  markets  automated 
workforce  management  systems  and  software  that  control  and  administer  intricate  workplace 
schedules.  The  company  was  founded  in  1980  by  Claudio  Mendoza  and  Gustavo  Agusti,  two 
Hispanic  industrial  engineers. 

In  March  1990,  Equico  invested  $400,000  of  a  total  $1.6  million  in  equity  provided  by  three 
venture  capital  companies.  The  financing  recapitalized  the  company  and  provided  much  needed 
capital  for  growth  and  new  product  development.  During  1991  the  venture  group  invested  an 
additional  $500,000.   Equico's  share  was  $145,000. 

After  a  period  of  slow  sales  and  unprofitability  in  late  1990  and  early  1991,  the  company  has 
signed  major  new  contracts  with  Pacific  Bell  and  the  Florida  State  Department  of  Transportation. 
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Other  significant  customers  include  American  Airlines,  Northwest  Airlines  and  American 
Express. 

The  recent  market  acceptance  of  the  company's  proprietary  sofrwarc  should  signal  rapid  growth. 
For  1992  Cybernetics  is  forecasting  sales  in  excess  of  $7.0  million  and  significantly  increased 
profits. 


Citywide  Broadcasting  Corporation 

In  1990,  the  Combined  Fund,  Inc.,  a  minority  investment  company  located  in  Chicago,  began  a 
series  of  investments  in  Citywide  Broadcasting  Corporation,  a  Louisiana-based  broadcast 
company  owned  and  operated  by  two  Black  entrepreneurs.  Citywide  Broadcasting  Corporation 
currently  owns  three  radio  stations  in  Louisiana,  including  KQXL-FM  and  WXOK-AM  in  Baton 
Rouge  and  KFXZ-FM  in  Lafayette.  The  FM/AM  combination  is  number  one  in  the  Baton 
Rouge  market,  with  the  combined  audience  base  of  the  FM  urban  format  and  the  AM  news, 
rhythm  and  blues,  and  gospel  format  commanding  20%  of  the  listener  audience.  KFXZ-FM  is 
the  number  two  station  in  Lafayette,  commanding  over  13%  of  the  listening  audience  in  its 
market. 

The  total  investment  in  Citywide  Broadcasting  since  1990  totals  $2  million.  The  Combined  Fund 
recently  led  an  investment  of  nearly  $1  million,  and  has  itself  provided  close  to  $1  million  in 
financing  overall.  The  Combined  Fund  holds  stock  warrants  in  an  amount  of  about  20  -  25% 
of  the  company.  The  funds  have  been  used  to  refinance  the  Baton  Rouge  station  and  to  acquire 
the  Lafayette  station.  The  Baton  Rouge  station  has  grown  from  a  small  Class  A  FM  station, 
acquired  by  Citywide  Broadcasting  eight  years  ago  with  a  value  of  $500,000,  to  the  AM/FM 
combination  valued  at  close  to  $8  million.  Three  years  ago  the  station  was  upgraded  to  50,000 
watts.  The  three  stations  generate  revenues  of  $3.5  million,  and  are  consistently  profitable.  The 
return  on  investment  in  Citywide  Broadcasting  is  expected  to  exceed  40% 

Peter  Moncrieffc,  President  and  General  Manager  of  Citywide  Broadcasting  Corporation,  and  Bill 
Tucker,  the  two  entrepreneurs  who  are  building  the  company,  were  successful  entrepreneurs  in 
the  construction  and  real  estate  businesses  in  Baton  Rouge  prior  to  entering  the  broadcast  field. 
Their  objective  is  to  build  Citywide  Broadcasting  into  the  number  one  broadcast  company  in 
Louisiana,  building  value  through  the  growth  of  cunently-owned  stations  and  acquiring 
additional  stations. 


MultiRestaurants,  Ltd. 

In  1989,  MESBIC  Ventures,  Inc.  and  six  other  minority  investment  companies  syndicated  over 
$4  million  in  equity  financing  for  MultiRestaurants,  Ltd.  to  acquire  Key  West  Grill  from  Steak 
&  Ale.     Key  West  Grill,  a  restaurant  concept  described  as  "a  seafood  version  of  Bcnnigan's," 
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currently  has  three  restaurants  in  Texas  and  plans  to  expand  in  Texas  and  Florida.  Key  West 
Grill  has  an  operating  profit  of  20%. 

Hispanic  entrepreneur  Gilbert  Aranza,  President  of  MFVS,  Inc.,  the  managing  general  partner  of 
MultiRestaurants,  Ltd.,  created  the  concept  for  another  of  MultiRestaurant's  holdings,  a  restaurant 
chain  called  J.  Pepe's.  Aranza  founded  J.  Pepe's  in  1982,  and  the  upscale  Mexican  restaurant 
chain  now  has  three  stores.  The  Key  West  Grill  and  J.  Pepe's  operations  have  a  combined  S9 
million  in  sales. 

Aranza,  who  worked  his  way  through  the  University  of  Texas  by  working  at  the  Dobbs  House, 
Inc.,  a  major  airport  restaurant  operation,  has  a  law  degree  from  Harvard  Law  School  and 
maintains  a  partnership  role  in  the  Dallas  Law  firm  of  Cohan,  Simpson,  Cowlishaw,  Aranza  & 
Wulff.  Aranza  and  the  investors  have  the  objective  of  opening  an  additional  10  stores  over  the 
next  five  years  in  Texas  and  Florida,  with  emphasis  on  the  profitable  Key  West  Grill  concept. 
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AMENDMENT  NO. Calendar  No. 

Purpose:  To  provide  a  complete  substitute. 

IN*  TEE  SENATE  OF  THE  UNITED  STAIES— 104th  Conf .,  2d  Sets. 

S.1784 

To  amend  the  Small  Business  Investment  Act  of  1958,  and 

for  other  puiposes. 

Referred  to  the  Committee  on       - 


and  ordered  to  be  printed 

Ordered  to  lie  on  the  table  and  to  be  printed 

AMENDMENT  IN  THE   NATURE  OP  A  SUBSTITUTE  intended 
to  be  proposed  by  Mr.  BOND 

Viz: 

1  Strike  all  after  the  enacting  clause  and  insert  the  fol- 

2  lowing: 

3  SECTION  1.  SHORT  TITLE. 

4  This  Act  may  be  cited  as  the  "Small  Business  Invest- 

5  ment  Company  Improvement  Act  of  1996". 

6  SEC.  2.  DEFINmONS. 

7  (a)  Small  Business  Concern.— Section  103(5)  of 

8  the  Small  Business  Investment  Act  of  1958  (15-  U.&.C 

9  662(5))  is  amended  by  inserting  before  the  semicolon  the 

10  following:  ",  except  that,  for  purposes  of  this  Act,  an  in- 

11  vestment  by  a  venture  capital  firm,,  investment,  company 
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1  (including  a  small  business  investment  company)  employee 

2  welfare  benefit  plan  or  pension  plan,  or  tnist,  fonndation, 

3  or  endo^vment  that  is  exempt  from  Federal  income  tax- 

4  ation — 

5  "(A)  shall  not  cause  a  business  concern  to  be 

6  deemed  not  independently  owned  and  operated; 

7  "(B)  shall  be  disregarded  in  determining  wheth- 

8  er  a  business  concern  satisfies  size  standards  estab- 

9  lished  pursuant  to  section  3(a)(2)  of  the  Small  Busi- 

10  nes3  Act;  and 

11  "(C)  shall  be  disregarded  in  determining  wheth- 

12  er  a  small  business  concern  is  a  smaller  enterprise". 

13  (b)  Private  Capital.— Section  103(9)  of  the  Small 

14  Business  Investment  Act  of  1958  (15  U.S.C.  662(9))  is 

15  amended  to  read  as  follows: 

16  "(9)  the  term  'private  capital' — 

17  "(A)  means  the  sum  of — 

18  "(i)  the  paid-in  capital  and  paid-in 

19  surplus  of  a  corporate  hcensee,  the  contrib- 

20  uted  capital  of  the  partners  of  a  partner- 

21  ship  licensee,  or  the  equity  investment  of 

22  the  members  of  a  limited  liability  company 

23  licensee;  and 

24  "(ii)  unfunded  binding  commitments, 

25  from  investors  that  meet  criteria  estab- 
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1  lished  by  the  Administrator,  to  contribute 

2  capital  to  the  licensee;  provided  that  such 

3  unfunded  commitments  may  be  counted  as 

4  private  capital  for  purposes  of  approval  by 

5  the  Administrator  of  any  request  for  "lever- 

6  age,  but  leverage  shall  not  be  funded  based 

7  on  such  commitments;  and 

8  "(B)  does  not  include  any — 

9  *'(i)  funds  borrowed  by  a  licensee  from 

10  any  source; 

11  "(ii)  funds  obtained  through  the  issu- 

12  ance  of  leverage;  or 

13  "(iii)  funds  obtained  directly  or  indi- 

14  rectly  from  any  Federal,   State,   or  local 

15  government,  or  any  government  agency  or 

16  instrumentality,  except  for — 

17  "(I)  funds  invested  by  an  em- 

18  ployee  welfare  benefit  plan  or  pension 

19  plan;  and 

20  "(n)    any    qualified    nonprivate 

21  funds  (if  the  investors  of  the  qualified 

22  nonprivate  funds  do  not  control,  di- 

23  rectly  or  indirectly,  the  management, 

24  board  of  directors,  general  partners, 

25  or  members  of  the  licensee);*'. 
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1  (c)  New  Definitions. — Section  103  of  the  Small 

2  Business  Investment  Act  of  1958  (15  U.S.C.  662)  is 

3  amended  by  strildng  paragraph  (10)  and  inserting  the  fol- 

4  lowing: 

5  "(10)  the  term  'leverage'  includes — 

6  "(A)  debentures  purchased  or  guaranteed 

7  by  the  Administration; 

8  "(B)  participating  securities  purchased  or 

9  guaranteed  by  the  Administration;  and 

10  "(C)  preferred  securities  outstanding  as  of 

11  October  1,  1995; 

12  "(11)  the  term  'third  party  debt'  means  any  in- 

13  debtedness  for  borrowed  money,  other  than  indebt- 

14  edness  owed  to  the  Administration; 

15  "(12)  the  term  'smaller  enterprise'  means  any 

16  small  business  concern  that,  together  with  its  affili- 

17  ates — 

18  "(A)  has— 

19  "(i)  a  net  financial  worth  of  not  more 

20  than  $6,000,000,  as  of  the  date  on  which 

21  assistance  is  provided  under  this  Act  to 

22  that  business  concern;  and 

23  "(ii)  an  average  net  income  for  the  2- 

24  year  period  preceding  the  date  on  which 

25  assistance  is  provided  under  this  Act  to 
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1  that  business  concern,  of  not  more  than 

2  $2,000,000,   after  Federal  income  taxes 

3  (excluding  any  cariyover  losses);  or 

4  "(B)  satisfies  the  standard  industrial  clas- 

5  sification  size  standards  established  by  the  Ad- 

6  ministration  for  the  industry  in  which  the  small 

7  business  concern  is  primarily  engaged,- 

8  "(13)   the   term    'qualified   nonprivate   fiinds' 

9  means  any — 

10  "(A)  funds  directly  or  indirectly  invested  in 

11  any  applicant  or  licensee  on  or  before  August 

12  16,  1982,  by  any  Federal  agency,  other  than 

13  the  Administration,  under  a  provision  of  law  ex- 

14  plicitly  mandating  the  inclusion  of  those  funds 

15  in  the  definition  of  the  term  'private  capital'; 

16  "(B)  funds  directly  or  indirectly  invested 

17  in  any  apphcant  or  licensee  by  any  Federal 

18  agency  under  a  provision  of  law  enacted  after 

19  September  4,  1992,  e:q)licitly  mandating  the  in- 

20  elusion  of  those  funds  in  the  definition  of  the 

21  term  'private  capital';  and 

22  "(C)  funds  invested  in  any  applicant  or  li- 

23  censee  by  one  or  more  State  or  local  govem- 

24  ment  entities  (including  any  guarantee  extended 
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1  by  those  entities)  in  an  aggregate  amount  that 

2  does  not  exceed — 

3  "(i)  33  percent  of  the  private  capital 

4  of  the  applicant  or  licensee,  if  such  funds 

5  were  committed  for  investment  before  the 

6  date  of  enactment  of  the  Small  Business 

7  ..  Investment  Company  Improvement  Act  of 

8  1996;  or 

9  "(ii)  20  percent  of  the  private  capital 

10  of  the  applicant  or  licensee,  if  such  funds 

1 1  were  committed  for  investment  on  or  after 

12  the  date  of  enactment  of  the  Small  Busi- 

13  ness   Investment   Company  Improvement 

14  Act  of  1996; 

15  "(14)  the  terms  'employee  welfare  benefit  plan' 

16  and  'pension  plan'  have  the  same  meanings  as  in 

17  section  3  of  the  Employee  Retirement  Income  Secu- 

18  rity  Act  of  1974,  and  are  intended  to  include — 

19  "(A)  public  and  private  pension  or  retire- 

20  ment  plans  subject  to  such  Act;  and 

21  "(B)  similar  plans  not  covered  by  such  Act 

22  that  have  been  established  and  that  are  main- 

23  tained  by  the  Federal  Government  or  any  State 

24  or  political  subdivision,  or  any  agency  or  instni- 

25  mentality  thereof,  for  the  benefit  of  employees; 
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1  "(15)  the  terra  'member'  means,  with  respect  to 

2  a  licensee  that  is  a  limited  liability  company,  a  hold- 

3  er  of  an  ownership  interest  or  a  person  otherwise  ad- 

4  mitted  to  membership  in  the  limited  liability  eom- 

5  pany;  and 

6  "(16)    the    term    'limited    liability    company* 

7  means  a  business  entity  that  is  organized  and  oper- 

8  ating-  in  accordance  with  a  State  Hmited  liability 

9  company  statute  approved  by  the  Administration.". 

10  SEC.  3.  ORGANIZATION  OF  SMALL  BUSINESS  INVESTMENT 

1 1  COMPANIES. 

12  (a)     LnvniED     Liability     Companies. ^-Section 

13  301(a)  of  the  Small  Business  Investment  Act  of  1958  (15 

14  U.S.C.  681(a))  is  amended  in  the  first  sentence,  by  strik- 

15  ing  "body  or"  and  inserting  "body,  a  limited  liability  com- 

16  pany,  or". 

17  (b)  ISSUANCE  OF  License.— Section  301(c)  of  the 

18  Small   Business   Investment  Act  of   1958    (15   U.S.C. 

19  681(c))  is  amended  to  read  as  follows: 

20  "(c)  Issuance  of  License.— 

21  "(1)  Submission  of  application.— Each  ap- 

22  plicant  for  a  license  to  operate  as  a  small  business 

23  investment  company  under  this  Act  shall  submit  to 

24  the  Administrator  an  application,  in  a  form  and  in- 
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1  eluding  such  documentation  as  may  be  prescribed  by 

2  the  Administrator. 

3  "(2)  Procedures.— 

4  "(A)   Status.— Not  later  than   90   days 

5  after  the  initial  receipt  by  the  Administrator  of 

6  an  application  under  this  subsection,  the  Ad- 

7  ministrator  shall  provide  the  applicant  with  a 

8  written  report  detailing  the  status  of  the  appU- 

9  cation    and    any  requirements   remaining   for 

10  completion  of  the  application. 

11  "(B)  Approval  or  disapproval.—" V^ith- 

12  in  a  reasonable  time  after  receiving  a  completed 

13  application  submitted  in  accordance  -v^ith  this 

14  subsection  and  in  accordance  with  such  require- 

15  ments  as  the  Administrator  may  prescribe  by 

16  regulation,  the  Administrator  shall — 

17  "(i)  approve  the  application  and  issue 

18  a  license  for  such  operation  to  the  appli- 

19  cant  if  the  requirements  of  this  section  are 

20  satisfied;  or 

21  ''(ii)   disapprove  the  application  and 

22  notify  the  applicant  in  writing  of  the  dis- 

23  approval. 


106 

1  "(3)  Matters  coNsroERED.— In  reviewing  and 

2  processing  any  application  under  this  subsection,  the 

3  Administrator— r 

4  "(A)  shall  determine  whether — 

5  "(i)  the  applicant  meets  the  require- 

6  ments  of  subsections  (a)  and  (c)  of  section 

7  302;  and 

8  ''(ii)  the  management  of  the  applicant 

9  is  qualified  and  has  the  kno^edge,  e:cperi- 

10  ence,  and  capability  necessary  to  comply 

1 1  with  this  Act; 

12  "(B)  shall  take  into  consideration —  • 

13  "(i)  the  need  for  and  availability  of  fi- 

14  nancing  for  small  business  concerns  in  the 

15  geographic  area  in  which  the  applicant  is 

16  to  commence  business; 

17  "(ii)  the  .general  business  reputation 

18  of  the  owners  and  management  of  the  ap- 

19  plicant;  and 

20  "(iii)  the  probability  of  successful  op- 

21  erations  of  the  applicant,  inchiding  ade- 

22  quate  profitability  and  financial  soundness; 

23  and 

24  "(C)  shall  not  take  into  consideration  any 

25  projected  shortage  or  unavailability  of  leverage. 
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1  "(4)  Exception.— 

2  "(A)  In  general.— Notwithstanding  any 

3  other  provision  of  this  Act,  the  Administrator 

4  may,  in  the  discretion  of  the  Administrator  and 

5  based  on  a  showing  of  special  circumstances 

6  and  good  cause,  approve  an  application  and 

7  issue  a  license  under  this  subsection  with  re* 

8  spect  to  any  applicant  that — 

9  "(i)  has  private  capital  of  not  less 

10  than  $3,000,000; 

11  "(ii)  would  otherwise  be  issued  a  li- 

12  cense  under  this  subsection,   except '  that 

13  the  applicant  does  not  satisfy  the  require- 

14  ments  of  section  302(a);  and 

15  "(iii)  has  a  viable  business  plan  rea- 

16  sonably   projecting   profitable    operations 

17  and  a  leasonable  timetable  for  achieving  a 

18  level  of  private  capital  that  satisfies  the  re- 

19  quirements  of  section  302(a). 

20  "(B)   Leveeage.— An  applicant  licensed 

21  pursuant  to  the  exception  provided  in  this  para- 

22  graph  shall  not  be  eligible  to  receive  leverage  as 

23  a  licensee  until  the  applicant  satisfies  the  re- 

24  quirements  of  section  302(a).". 
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1  (c)   Specialized  Small  Business  I^^vESTMENT 

2  Companies. — Section  301(d)  of  the  Small  Business  In- 

3  vestment  Act  of  1958  (15  XJ.S.C.  681(d))  is  repealed. 

4  SEC.  4.  CAPITAL  REQUIREMENTS. 

5  (a)    Increased    Minimum    Capital    Require- 

6  MENTS. — Section  302(a)  of  the  Small  Business  Invest- 

7  ment  Act  of  1958  (15  U.S.C.  682(a))  is  amended  bv  strik- 

8  ing  "(a)"  and  aU  that  follows  through  "The  Administra- 

9  tion  shall  also  determine  the  ability  of  the  company,"  and 

10  inserting  the  follo-wing: 

11  "(a)  Amount.— 

12  "(1)  In  general. — Except  as  provided  in  para- 

13  graph  (2),  the  private  capital  of  each  hcensee  shall 

14  be  not  less  than — 

15  "(A)  $5,000,000;  or 

16  "(B)  $10,000,000,  with  respect  to  each  li- 

17  censee  authorized  or  seeking  authoritj*  to  issue 

18  participating  securities  to  be  purchased  or  guar- 

19  anteed  by  the  Administration  under  this  Act. 

20  "(2)  Exception.— The  Administrator  may,  in 

21  the  discretion  of  the  Administrator  and  based  on  a 

22  showing  of  special  circumstances  and  good  cause, 

23  permit  the  private  capital  of  a  licensee  authorized  or 

24  seeking  authorization  to  issue  participating  securi- 

25  ties  to  be  purchased  or  guaranteed  by  the  Adminis- 
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1  tration  to  be  less  than  $10,000,000,  but  not  less 

2  than  $5,000,000,  if  the  Administrator  detennines 

3  that  such  action,  would  not  create  or  otherwise  con- 

4  tribute  to  an  unreasonable  risk  of  default  or  loss  to 

5  the  Federal  Government. 

6  "(3)  Adequacy. — ^In  addition  to  the  require- 

7  ments  of  paragraph  (1),  the  Administrator  shall — 

8  "(A)  determine  whether  the  private  capital 

9  of  each  hcensee  is  adequate  to  assure  a  reason- 

10  able  prospect  that  the  licensee  will  be  operated 

11  soundly  and  profitably,  and  managed  actively 

12  and  prudently  in  accordance  with  its  articles; 

13  and 

14  "(B)  determine  that  the  hcensee  will  be 

15  able". 

16  (b)  Exemption  for  Certain  Licensees. — Section 

17  302(a)  of  the  Small  Business  Investment  Act  of  1958  (15 

18  U.S.C.  682(a))  is  amended  by  adding  at  the  end  the  fol- 

1 9  lowing  new  paragraph: 

20  "(4)   Exemption   from   capital   require- 

21  ments. — The  Administrator  may,  in  the  discretion 

22  of  the  Administrator,  exempt  from  the  capital  re- 

23  quirements  in  paragraph  (1)  any  hcensee  licensed 

24  under  subsection  (c)  or  (d)  of  section  301  before  the 
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1  date  of  enactment  of  the  Small  Business  Investment 

2  Company  Improvement  Act  of  1996,  if — 

3  "(A)  the  licensee  certifies  in  writing  that 

4  not  less  than  50  percent  of  the  agg;regate  dollar 

5  amount  of  its  financings  after  the  date  of  enact- 

6  ment  of  the  Small  Business  Investment  Com- 

7  pany  Improvement  Act  of  1996  -will  be  provided 

8  to  smaller  enterprises;  and 

9  "(B)  the  Administrator  determines  that — 

10  "(i)  the  licensee  has  a  record  of  prof- 

1 1  itable  operations; 

12  "(ii)  the  licensee  has  not  committed 

13  any  serious  or  continuing  violation  of  any 

14  applicable  provision  of  Federal  or  State 

15  law  or  regulation;  and 

16  "(iii)  such  action  would  not  create  or 

17  otherwise   contribute  to   an  unreasonable 

18  risk  of  default  or  loss  to  the  United  States 

19  Government.". 

20  (c)    Diversification    of    Ownership.— Section 

21  302(c)  of  the  Small  Business  Investment  Act  of  1938  (15 

22  U.S.C.  682(c))  is  amended  to  read  as  follows: 

23  "(c)    DiVERSIHCATION   OF   OWNERSHIP.— The  Ad- 

24  ministrator  shall  ensure  that  the  management  of  each  li- 

25  censee  licensed  after  the  date  of  enactment  of  the  Small 
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1  Business  Investment  Company  Improvement  Act  of  1996 

2  is  saf&ciently  diversified  from  and  unaffiliated  with  the 

3  ownership  of  the  licensee  in  a  manner  that  ensures  inde- 

4  pendence  and'  objectivity  in  the  financial  management  and 

5  oversight  of  the  investments  and  operations  of  the  li- 

6  censee.", 

7    SEC.  5.  BORROWING. 

8  (a)  Debentures.— Section  303(b)  of  the  Small 

9  Business  Investment  Act  of  1958  (15  U.S.C.  683(b))  is 

10  amended  in  the  first  sentence,  by  striking  "(but  only"  and 

1 1  all  that  follows  through  "terms)". 

12  (b)  TinRD  Party  Debt.— Section  303(c)  of  the 

13  Small  Business  Inx-estment  Act  of  1958   (15  U.S.C. 

14  683(c))  is  amended  to  read  as  follows: 

15  '-(c)  Third  Party  Debt.— The  Administrator— 

16  "(1)  shall  not  permit  a  licensee  having  out- 

17  standing  leverage  to  incur  third  party  debt  that 

18  would  create  or  contribute  to  an  unreasonable  risk 

19  of  default  or  loss  to  the  Federal  Oovemment;  and 

20  "(2)  shall  permit  such  licensees  to  incur  third 

21  party  debt  only  on  such  terms  and  sul^ect  to  such 

22  conditions  as  may  be  established  by  the  Adminis- 

23  trator,  by  regulation  or  otherwise.". 

24  (c)  Requirement  To  Finance  Smaller  Entbb- 

25  prises.— Section  303(d)  of  the  Small  Business  Invest- 
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1  ment  Act  of  1958  (15  U.S.C  683(d))  is  amended  to  read 

2  as  follows: 

3  "(d)  REQUIRE>nSNT  TO  FINANCE  SMALLER  ENTER- 

4  PRISES. — The  Administrator  shall  require  each  licensee, 

5  as  a  condition  of  appro-val  of  an  application  for  leverage, 

6  to  certify  in  writing  that  not  less  than  20  percent  of  the 

7  aggregate  dollar  amount  of  the  financings  of  the  Hcensee 

8  will  be  provided  to  smaller  enterprises.". 

9  (d)  Capital  Impairment  Requipj:men'ts. — Section 

10  303(e)  of  the  Small  Business  Investment  Act  of  1958  (15 

1 1  U.S.C.  683(e))  is  amended  to  read  as  follows: 

12  "(e)  Capital  Impairment. — ^Before  approving  any 

1 3  application  for  leverage  submitted  by  a  hcensee  under  this 

14  Act,  the  Administrator — 

15  "(1)  shall  determine  that  the  private  capital  of 

16  the    hcensee    meets    the    requirements    of    section 

17  302(a);  and 

18  "(2)  shall  determine,  taking  into  account  the 

19  nature  of  the  assets  of  the  hcensee,  the  amount  and 

20  terms  of  any  third  party  debt  owed  by  such  Hcensee, 

21  and  any  other  factors  determined  to  be  relevant  by 

22  the  Administrator,  that  the  private  capital  of  the  H- 

23  censee  has  not  been  impaired  to  such  an  extent  that 

24  the  issuance  of  additional  leverage  would  create  or 
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1  otherwise  contribute  to  an  unreasonable  risk  of  de- 

2  fanlt  or  loss  to  the  Federal  Government.". 

3  (e)  Equxty  Investment  Requirement. — Section 

4  303(g)(4)  of  the  Small  Business  Investment  Act  of  1958 

5  (15  U.S.C.  683(g)(4))  is  amended  by  striking  "and  main- 

6  tain". 

7  (f)  Fees. — Section  303  of  the  Small  Business  Invest- 

8  ment  Act  of  1958  (15  U.S.C.  683)  is  amended— 

9  (1)  in  subsection  (b),  in  the  fifth  sentence,  by 

10  striking  "1  per  centum,"  and  all  that  follows  before 

1 1  the  period  at  the  end  of  the  sentence  and  inserting 

12  the  foUo^ving:  "1  percent,  plus  an  additional  charge 

13  of  .50  percent  per  annum  which  shall  be  paid  to  and 

14  retained  bv  the  Administration"; 

15  (2)  in  subsection  (g)(2),  by  striking  "1  per  cen- 

16  turn,"  and  all  that  follows  before  the  period  at  the 

17  end  of  the  paragraph  and  inserting  the  following:  "1 

18  percent,  plus  an  additional  charge  of  .50  percent  per 

19  annum  which  shall  be  paid  to  and  retained  by  the 

20  Administration";  and 

21  (3)  by  adding  at  the  end  the  following  new  sub- 

22  sections: 

23  -'(i)   Leverage  Fee.— With  respect  to  leverage 

24  granted  by  the  Administration  to  a  licensee,  the  Adminis- 

25  tration  shall  collect  from  the  licensee  a  nonrefundable  fee 
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1  in  ftn  amount  equal  to  3  percent  of  the  face  amount  of 

2  levera^  granted  to  the  licensee,  pajable  upon  the  earlier 

3  of  the  date  of  entry  into  any  commitment  for  such  leverage 

4  or  the  date  on  which  the  leverage  is  drawn  by  the  licensee. 

5  "(j)  Calculation  of  Subsidy  Bate.— All  fees,  in- 

6  terest,  and  profits  received  and  retained  by  the  Adminis- 

7  tration  under  this  section  shall  be  inchided  in  the  calcula- 

8  tions  made  by  the  Director  of  the  Office  of  Management 

9  and  Budget  to  offset  the  cost  (as  that  term  is  defined  in 

10  section  502  of  the  Federal  Credit  Reform  Act  of  1990) 

11  to  the  Administration  of  purchasing  and  guaranteeing  de- 

12  bentures  and  participating  securities  under  this  Act.": 

13  SEC  6.  LIABILmf  OF  THE  UNITED  STATES. 

14  Section  308(e)  of  the  Small  Business  Investment  Act 

15  of  1958  (15  U.S.C.  687(e))  is  amended  by  striking  "Noth- 

16  ing"  and  inserting  "Except  as  expressly  provided  other- 

17  wise  in  this  Act,  nothing". 

1 8  SEC.  7.  EXAMINATIONS;  VALUATIONS. 

19  (a)  EXAinNATIO.vs. — Section  310(b)  of  the  Small 

20  Business  Investment  Act  of  1958  (15  U.S.C.  687b(b))  is 

21  amended  in  the  first  sentence  by  inserting  "which  may  be 

22  conducted  with  the  assistance  of  a  private  sector  entity 

23  that  has  both  the  qualificaUons  to  conduct  and  expertise 

24  in  conducting  such  exaniinations,"  after  "Investment  Divi- 

25  sion  of  the  Administration,". 
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1  (b)  Valuations.— Section  310(d)  of  the  Small  Busi- 

2  ness  Investment  Act  of  1958  (15  U.S.C.  687b(d))  is 

3  amended  to  read  as  follows: 

4  "(d)  Valuations. — 

5  "(1)  Frequency  op  valuations.— 

6  "(A)   In  general.— Each  licensee   shall 

7  submit  to  the  Administrator  a  "written  valuation 

8  of  the  loans  and  investments  of  the  licensee  not 

9  less  often  than  semiannually  or  otherwise  upon 

10  the  request  of  the  Administrator,  except  that 

11  any  licensee  with  no  leverage  outstanding  shall 

12  submit  such  valuations  annually',  unless  the  Ad- 

13  ministrator  determines  otherwise. 

14  "(B)  Material  adverse  changes.— Not 

15  later  than  30  days  after  the  end  of  a  fiscal 

16  quarter  of  a  licensee  during  which  a  material 

17  adverse  change  in  the  aggregate  valuation  of 

18  the  loans  and  investments  or  operations  of  the 

19  licensee  occurs,  the  licensee  shall  notify  the  Ad- 

20  ministrator  in  writing  of  the  nature  and  extent 

21  *  of  that  change. 

22  "(C)  Lvdependent  certificatiox. — 

23  "(i)  In  general.— Not  less  than  once 

24  during  each  fiscal  year,  each  licensee  shall 

25  submit  to  the  Administrator  the  financial 


116 

1  stotements  of  the  licensee,  audited  by  an 

2  independent  certified  public  accountant  ap- 

3  proved  by  the  Administrator. 

4  "(ii)   Audit   requirements.— Each 

5  audit  conducted  under  clause  (i)  shall  in- 

6  elude — 

7  "(I)  a  review  of  the  procedures 

8  and   documentation  used  by  the   li- 

9  censee  in  preparing  the  valuations  re- 

10  quired  by  this  section;  and 

11  "(II)  a  statement  by  the  inde- 

12  pendent    certified    public    accountant 

13  that  such  valuations  were  prepared  in 

14  conformity  with  the  valuation  criteria 

15  applicable  to  the  licensee  established 

16  in  accordance  with  paragraph  (2). 

17  "(2)   Valuation   criteria. — ^Each   valuation 

18  submitted  under  this  subsection  shall  be  prepared  by 

19  the  Ucensee  in  accordance  with  valuation  criteria, 

20  which  shall — 

21  "(A)  be  established  or  approved  by  the  Ad- 

22  ministrator;  and 

23  "(B)  include  appropriate  safeguards  to  en- 

24  sure  that  the  noncash  assets  of  a  Ucensee  are 

25  not  overvalued.". 
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1  SEC-  8.  TRUSTEE  OR  RECEIVERSHIP  OVER  LICENSEES. 

2  (a)  Finding. — It  is  the  finding  of  the  Congress  that 

3  increased  reco'veries  on  assets  in  liquidation  under  the 

4  Small  Business  Investment  Act  of  1958  are  in  the  best 

5  interests  of  the  Federal  Government. 

6  (b)  Definitions. — ^For  purposes  of  this  section — 

7  (1)  the  term  "Administrator"  means  the  Ad- 

8  ministrator  of  the  Small  Business  Administration,- 

9  (2)  the  term  "Administration"  means  the  Small 

10  Business  Administration;  and 

11  (3)  the  term  "hcensee"  has  the  same  meaning 

12  as  in  section  103  of  the  Small  Business  Investment 

13  Act  of  1958. 

14  (c)  Liquidation  Plan. — 

15  (1)  In  general. — Not  later  than  October  15, 

16  1996,  the  Administrator  shall  submit  to  the  Com- 

17  mittees  on  Small  Business  of  the  Senate  and  the 

18  House  of  Representatives  a  detailed  plan  to  expedite 

19  the  orderly  hquidation  of  all  licensee  assets  in  liq- 

20  nidation,  including  assets  of  Hcensees  in  receivership 

21  or  in  trust  held  by  or  under  the  control  of  the  Ad- 

22  ministration  or  its  agents. 

23  (2)    CONTENTS.—The   plan   submitted   under 

24  paragraph  (1)  shall  include'a  timetable  for  Hquidat- 

25  ing  the  liquidation  portfolio  of  small  business  invest- 

26  ment  company  assets  owned  by  the  Administration, 
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1  and  shall  contain  the  Administrator's  findings  and 

2  recommendations  on  \'arious  options  providing  for 

3  the  fair  and  erpeditious  liquidation  of  such  assets 

4  within  a  reasonable  period  of  time,  giving  due  con- 

5  sideration  to  the  option  of  entering  into  one  or  more 

6  contracts  with  private  sectbr  entities  having  the  ca- 

7  pability  to  carry  out  the  orderly  liquidation  of  simi- 

8  lar  assets. 

9  SEC.  9.  BOOK  ENTRY  REGISTRATION. 

10  Subsection  321(f)  of  the  Small  Business  Investment 

11  Act  of  1958  (15  U.S.C.  687Z)  is  amended  by  adding  at 

12  the  end  the  following  new  paragraph: 

13  "(5)  Nothing  in  this  subsection  shall  prohibit  the  uti- 

14  hzation  of  a  book  entry  or  other  electronic  form  of  reg- 

15  istration  for  trust  certificates.". 

1 6  SEC.  10.  TECHNICAL  AND  CONFORMING  AMENDMENTS. 

17  (a)  Small  Business  Investment  Act  op  1958. — 

18  The  Small  Business  Investment  Act  of  1958  (15  U.S.C. 

19  661  et  seq.)  is  amended — 

20  (1)  in  section  303— 

21  (A)  in  subsection  (a),  by  striking  "deben- 

22  ture  bonds,"  and  inserting  "securities,"; 

23  (B)  by  striking  subsection  (f)  and  inserting 

24  the  following: 
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1  "(f)  Redemption  or  Repurchase  of  Preferred 

2  Stock. — Notwithstanding  any  other  provision  of  law— 

3  "(1)  the  Administrator  mav  allow  the  issuer  of 

4  any  preferred  stock  sold  to  the  Administration  be- 

5  fore  November  1,  1989  to  redeem  or  repurchase 

6  such  stock,  upon  the  payment  to  the  Administration 

7  of  an  amount  less  than  the  par  value  of  such  stock, 

8  for  a  repurchase  price  determined  by  the  Adminis- 

9  trator  after  consideration  of  all  relevant  factors,  in- 

10  eluding — 

11  "(A)  the  market  value  of  the  stock; 

12  "(B)  the  value  of  benefits  provided  and  an- 

13  ticipated  to  accrue  to  the  issuer; 

14  "(C)  the  amount  of  dividends  paid,  ac- 

15  cmed,  and  anticipated;  and 

16  "(D)  the  Administrator's  estimate  of  any 

17  anticipated  redemption;  and 

18  "(2)  any  monej-s  received  by  the  Administration 

19  from  the   repurchase   of  preferred   stock  shall  be 

20  available  solely  to  pro\'ide  debenture  leverage  to  li- 

21  censees  having  50  percent  or  more  in  aggregate  dol- 

22  lar  amount  of  their  financings  invested  in  smaller 

23  enterprises.";  and 

24  (C)  in  subsection  (g)(8) — 
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1  (i)  by  striking  "partners  or  sharehold- 

2  ers"  and  inserting  "partners,  shareholders, 

3  or  members"; 

4  (ii)  by  striking  "partner's  or  share- 

5  holder's"  and  inserting  "partner's,  share- 

6  holder's,  or  member's";  and 

7  (iii)   by  striking   "partner  or   share- 

8  holder"    and    inserting    "partner,    share- 

9  holder,  or  member"; 

10  (2)  in  section  308(h),  by  striking  "subsection 

11  (c)  or  (d)  of  section  301"  each  place  that  term  ap- 

12  pears  and  inserting  "section  301"; 

13  (3)  in  section  310(e)(4),  by  striking  "not  less 

14  than  four  years  in  the  case  of  section  301(d)  licens- 

15  ees  and  in  all  other  eases,"; 

16  (4)  in  section  312— 

17  (A)  by  striking  "shareholders  or  partners" 

18  and  inserting  "shareholders,  partners,  or  mem- 

19  bers";  and 

20  (B)  by  striking  "shareholder,  or  partner" 

21  each  place  that  term  appears   and  inserting 

22  "shareholder,  partner,  or  member"; 

23  (5)  by  striking  sections  317  and  318,  and  re- 

24  designating  sections  319  through  322  as  sections 

25  317  through  320,  respectively; 
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1  (6)  in  section  319,  as  redesignated— 

2  (A)  in  subsection  (a),  by  striking  ",  inelud- 

3  ing  companies  operating  under  the  authority  of 

4  section  301(d)/';  and 

5  (B)  in  subsection  (f)(2),  by  inserting  "or 

6  investments  in  obligations  of  the  United  States" 

7  after  "accounts"; 

8  (7)  in  section  320,  as  redesignated,  by  striking 

9  "section  321"  and  inserting  "section  319";  and 

10  (8)  in  section  509— 

11  (A)  in  subsection  (a)(1),  by  striking  the 

12  second  sentence;  and 

13  (B)   in  subsection  (e)(1)(B),  by  striking 

14  "subsection  (c)  or  (d)  of  section  301"  and  in- 

15  selling  "section  301". 

16  (b)  Amendment  in  Other  Law. — Section  11(h)  of 

17  the  Federal  Home  Loan  Bank  Act  (12  U.S.C.  1431(h)) 

18  is  amended  by  striking  "301(d)"  and  inserting  "301". 

1 9  SEC.  11.  AMENDMENTS  TO  THE  SMALL  BUSINESS  ACT. 

20  '   (a)   Powers   of   the  ADjnNiSTEATOR. — Section 

21  5(b)(7)  of  the  Small  Business  Act  (15  U.S.C.  634(b)(7)) 

22  is  amended  by  striking  the  colon  and  all  that  follows  before 

23  the  semicolon  at  the  end  of  the  paragraph  and  inserting 

24  the  following:  ":  Provided,  That  with  respect  to  deferred 

25  participation  loans,  the  Administrator  may,  in  the  discre- 
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1  tion  of  and  pursuant  to  regulations  promulgated  by  the 

2  Administrator,  authorize  participating  lending  institutions 

3  to  take  actions  relating  to  loan  servicing  on  behalf  of  the 

4  Administrator,  including  determining  eligibiUty  and  credit- 

5  worthiness  and  loan  monitoring,  collection,  and  liquida- 

6  tion". 

7  (b)  Authorization  of  Appboprutions. — Section 

8  20(p)(3)  of  the  SmaU  Business  Act  (15  U.S.C.  631  note) 

9  is  amended  by  striking  subparagraph  (B)  and  inserting 

10  the  folio-wing: 

11  "(B)  $300,000,000  in  guarantees  of  de- 

12  bentures;  and". 

13  SEC.  12.  EFFECTIVE  DATE. 

14  This  Act  and  the  amendments  made  by  this  Act  shall 

15  become  effective  on  the  date  of  enactment  of  this  Act. 
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